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A Plan for Simplified Checks 


By FRANK W. SIMMONDS 


Deputy Manager, American Bankers Association, Clearing House Section 


Bankers to Participate in National Drive to Lower Operating 
Costs Through Reducing Number of Sizes in Bank Checks and 
Making Their Faces Uniform. Saving of $10,000,000 in Their 


Manufacture Possible. 


ANK checks are the chief medium 
of exchange in the United States 


and represent the popular vehicle 

through which ninety-six per cent 
of all our commercial and business trans- 
actions is conveyed. 

The daily liquidation of this enormous 
volume of credit exchange constitutes nine- 
tenths of internal banking expense. Much 
of this expense, running well up into the 
millions, can be saved through the universal 
adoption of standard sizes of checks and 
drafts, and uniform placement of the essen- 
tial data on their face. 


Where Whims Are Costly 


HE forms of checks in common use 

today reflect the personal whims and 
idiosyncrasies of customers of nearly thirty 
thousand banks, resulting in a Chinese as- 
sortment of thousands of sizes, shapes, styles 
and face arrangement of checks—all of 
which levies an enormous needless expense 
on banks, cluttering and impeding transit 
departments. 

Checks must be proved, listed, credited, 
charged and—in the case of transit items— 
indorsed, assorted and put through a process 
requiring at least five separate divisions of 
work. Hence an increase of five hundred 
additional checks means twenty-five hundred 
additional operations. An increase of check 
payments represents not merely additional 
banking expense but the multiplication of it. 
Bankers should welcome, in the interest of 
lessened expense and facilitated business, 
organized effort for the adoption of a uni- 
form size and style of check. 

American business is expanding tremen- 
dously but not nearly so rapidly as the ex- 
tension of bank check facilities. 


Statisticians and economists vie with each 
other in furnishing data showing the almost 
universal use of checks in our country in 
credit transactions, but no one has been 
foolhardy enough even in the wildest flight 
of imagination to portray the mystifying 
myriad of sizes, shapes and styles of checks 
with their bewildering cross-word puzzle 
arrangement of not only essential data, but 
countless individual decorations, trade-marks, 
insignia and other personal adornments in 
an attempt to personalize the indispensable 
bank check—all adding erormously to the 
cost of check service to banks and business 
in general. 

It is estimated that forty million dollars 
are spent annually in merely supplying check 
users with this indispensable medium of 
credit exchange—and the imagination would 
indeed be taxed to attempt to comprehend 
the tons of paper, the tanks of ink, the 
mass of machinery and units of labor that 
go into the production of the billions of 
checks that pass through the tellers’ win- 
dows each year. 


Immense Saving Possible 


NATIONAL conference of the various 

groups that participate in the great 
American pay-by-check custom has deter- 
mined that an immense saving can easily be 
effected not only in the manufacture of 
checks, but in lessened labor cost in transit 
departments through simplified and stand- 
ardized checks. 

This national conference—or rather a 
series of conferences—was held under the 
auspices of the Bureau of Simplified Prac- 
tice of the United States Department of 
Commerce in Washington on December 4, 
1925, in cooperation with the Clearing House 
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Agreement Effective on March 1, 1926 


and State Secretaries Sections of the Ameri- 
can Bankers Association, the National and 
State Bank Divisions of the American Bank- 
ers Association, the National Association of 
Bank and Commercial Stationers, the Rail- 
way Accounting Officers Association, Na- 
tional Association of Manufacturers, the 
United States Bureau of Engraving and 
Printing, National Association of Employ- 
ing Lithographers, Lithographers Coopera- 
tive Association, National Association of 
Purchasing Agents, Government Printing 
Office, the Federal Reserve Banks, United 
Typothetae of America, and other groups. 
To shape the work of the conference, a 
standing committee was appointed compris- 
ing Alexander Dunbar, vice-president of the 
Bank of Pittsburgh, N. A., Pittsburgh, Pa., 
and president of the Clearing House Sec- 
tion of the American Bankers Association, 
chairman; W. L. Chandler of the National 
Association of Purchasing Agents; William 
P. Gildea of the Falconer Company, Balti- 
more, Md., and of the Association of Bank 
and Commercial Stationers; Nathan B. 
Williams of the National Association of 
Manufacturers, and E. R. Woodson of the 
Railway Accounting Officers Association. 


Where the Waste Is 


T this session, representatives of the 
various groups testified to the waste 
that is a part of the present system of 
production. The banks told how, with their 
many customers demanding various sizes and 
kinds of checks, their printing bills had been 
mounting steadily upward for years. The 
printers and lithographers recounted how 
they were required to tie up a considerable 
amount of capital in the various kinds of 
machines and equipment that were absolute~ 
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ly necessary in order to meet the demands 
of the banks and their customers. Due to 
the lack of uniformity in the size of the 
checks, there is a great wastage in the cut- 
ting of paper, it was developed. Lithogra- 
phers told how the checks varied from the 
dainty little checks that some of the fas- 
tidious women depositors require—hardly 
larger than the old shin-plasters of the Civil 
War days—to the pretentious checks of 
some firms that are as large as the high 
denominations of the Bank of England notes. 

One by one, reasons for placing a curb 
on this needless waste were recounted. With 
fewer sizes and standard designs, the banks 
agreed that they could cut down their print- 
ing bills. The lithographers and printers 
said they would be able to turn out more 
checks, of a better quality, at a lower cost 
because economies in mass production might 
be availed. The manufacturers and the 
representatives of other business groups 
admitted that the movement would make it 
easier for the business groups to resist the 
tendency toward ornamented and_ fancy 
checks. 

Out of this general conference there crys- 
tallized an agreement that bank checks and 
other commercial papers would be simplified 
from the standpoint of sizes and arrange- 
ment of subject matter on the face of checks. 
The agreement is to be made effective 
through the voluntary action of all the 
groups. 

As the first step in the plan, the conferees 
decided that the standard sizes should be: 

“Bank drafts, certificates of deposit, 
cashiers’ checks, special or individual checks, 
customers’ drafts and other similar instru- 
ments, 334 x 8% inches. 

“Notes, trade acceptances, voucher checks 
(when folded) collateral notes, and special 
notes (when folded) 334 x 83 inches. 

“Pocket checks, 234 x 6% inches. 

“End stubs for pocket checks when not 
interleaved, 234 x 2% inches in width, in- 
cluding binder margin. 

“Customers’ checks and counter checks, 
3 1/16 x 8%. inches. 

“Deposit slips, 334 x 67% inches or multi- 
ples of 6% inches.” 

At that time it was voted that “the manu- 
facture of uniform sizes of checks and 
drafts will begin as far as possible on new 
orders, and that the general production 
of the simplified sizes will be effective 
March 1, 1926.” Setting this forward date 
was for the purpose of permitting the lithog- 
raphers and stationers to participate in the 
movement without being required to sacri- 
fice their existing stocks. To link this step 
in the program for the elimination of waste 
in industry, the basic sheet sizes as estab- 
lished in the paper industry in cooperation 
with the Department of Commerce were 
adhered to in the adoption of sizes for com- 
mercial forms. 


Railroads Join In 


UTSIDE of the banks, the railroads 

place directly the largest orders for 
checks and vouchers, so it was important 
that this group should be linked with the 
national movement. Their cooperation was 
obtained through the National Association 
of Railway Accounting Officers, which em- 
braces all the railroads, express companies 
and steamship lines operating in North 


America. The railroads, it was announced, 
would use standard sized voucher checks of 
the plain and foldover types, which would 
be of the same dimensions as bank drafts. 

The details of the agreement, affecting 
the checks of the carriers, were contained 
in the following recommendations : 

“The National Standard Voucher Check 
is the same size as the adopted bank check 
—3¥ x 83% inches. The name of the is: 
suing company appears at the top, centered 
across the form. The space for detail al- 
lows six lines of pica typewriting. The 
space for name and address of payee is 
1% x 5 inches to conform to the standard 
window envelope opening. The amount ap- 
pears below the name of the payee in the 
usual arrangement. In the lower left corner 
will be shown the name and address of the 
bank, together with the Federal Reserve 
District number (and symbol), as well as 
the transit number of the bank. The num- 
ber of the voucher check is given in the 
upper right corner, below which would ap- 
pear the approvals. The signature to make 
the voucher check negotiable would appear 
in the lower right corner. 

“A fold-over voucher check, 65 x 83¢ 
inches, has been designed for use only when 
the space provided on the single voucher 
check is insufficient to carry all the neces- 
sary information. The negotiable part or 
face of the fold-over voucher check is ex- 
actly the same as the single check. When 
folded, the fold-over voucher check may be, 
without unfolding, given the usual bank 
examination and stamp impressions. The 
inside of the fold-over voucher check (when 
folded) carries the detail, and the form need 
not, therefore, be unfolded by any bank 
through which it passes. 

“Many large companies have the experi- 
ence that substantially all payments are 
adequately taken care of by the voucher 
check 334 x 83@ inches and that only a 
negligible percentage of payments requires 
the fold-over voucher check, 654 x 83 
inches. 

“The indorsement of the payee in usual 
form is to be the only receipt required on 
voucher checks. 

“For use in mailing the National Stand- 
ard Voucher Check, an envelope 354 x 8% 
inches, with standard cut of window open- 
ing, 1144 x 5 inches, located 54 in. from 
left margin of envelope, and 13/16 in. 
from bottom of envelope, will be found ad- 
vantageous.” 
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Yo, VA.. 


DOLLARS 


All essential items on bank checks 
should appear on the right hand end, 
as shown above. 
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The Second Step 


HILE the estimated savings to be 

made through the voluntary inforce- 
ment of these simple changes will run into 
several million dollars, it was recognized 
that perhaps an even greater economy could 
be effected through the saving of labor in 
the vast mechanism that American banking 
has set up for the clearing of checks. 

Under the present system, there is a woe- 
ful lack of uniformity as to where even the 
essential features of a bank check appear. 
The transit numbers, which identify the 
various banks, are printed in various places, 
and about 10 per cent of the banks have not 
even placed their own transit numbers on 
their own checks. Ornaments are sur- 
printed on the face of the checks, making 
the careful teller and workers in the transit 
departments spend more time in establishing 
the amount drawn. The style of some 
cashiers’ checks is such that careful scrutiny 
is necessary to establish the bank on which 
they are drawn. Due to the variety in sizes, 
it is hard to make a compact package for 
shipment and lost checks are reported much 
more frequently than they should be, for it 
is not difficult to see how a small check 
might be placed in between two larger checks 
and pass unnoticed. 

All of these little things are split-second 
time wasters. But, in the aggregate, they 
slow up the clearing machinery, require 
more workers to do the job, cause losses 
of various kinds and run up the operating 
costs of the clearing system. If the essen- 
tial characteristics of a check were so ar- 
ranged that one could obtain all of the nec- 
essary information at a single glance, it was 
realized that these split-second time wasters 
could be done away with and a great part 
of the lost motion in the mechanics of clear- 
ing eliminated. 

With this as the next objective, the con- 
ference appointed W. F. Augustine and 
Frank W. Simmonds, of the American 
Bankers Association, to act as a committee 
for and in behalf of the conference in the 
preparation of a standard arrangement for 
the face of checks and voucher forms, after 
conferring with the Clearing House Section 
of the American Bankers Association and 
the Federal Reserve Board. It was directed 
that the report of this committee should be 
incorporated as a part of the recommenda- 
tion of the general conference. 


The Philadelphia Meeting 


HORTLY afterwards, O. Howard Wolfe, 

chairman of the Executive Committee 
of the Clearing House Section, called a 
meeting of the committee on the standard- 
ization of checks on December 17 last at 
Philadelphia. In the meantime, conferences 
were held with officials of the Federal Re- 
serve System to obtain their views as to 
what would be the most convenient arrange- 
ment of the various features of checks, 
notes, drafts and other forms, and consulta- 
tions were held with bankers, who had made 
a particular study of the subject. 

The movement for simplifying and stand- 
ardizing checks, which now promises to take 
definite form, is not new. With the increase 
in the operating costs affecting virtually 
every bank, the Clearing House Section for 

(Continued on page 521) 
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Banking in the Virgin Islands 


By RUFUS S. TUCKER 


Lone Commercial Bank Under Danish Direction Serves the 


United States’ Newest Possession. 


Monopoly of Note Issue 


Guaranteed by Treaty of Purchase. American Territory Where 
American Money Is Not Legal Tender. Economic Conditions. 


ORTY miles east of Porto Rico 

there is a group of islands—mere 

dots on the map—which were for- 

merly known as the Danish West 
Indies but are now officially styled “The 
Virgin Islands of the United States.” These 
islands are remarkable for two reasons: 
First, that they remained under Danish 
sovereignty for two hundred and fifty years 
in spite of their strategic location and the 
land-hunger of the great colonizing nations; 
Second, that during that time the Danes 
were able to make such a slight impression 
on them that the common language has al- 
ways been either Dutch or English, and 
that at present nearly all the residents who 
are not of African descent are either French, 
British, or American. 

One important heritage of the Danish oc- 
cupation still remains, however, entrenched 
in the treaty of purchase, and that is the 
National Bank of the Danish West Indies. 

This bank was established in 1904, with 
a charter running for thirty years. Its 
stock was entirely subscribed by four of 
the largest Copenhagen banks, the paid-in 
capital being 1,250,000 francs ($241,000). 
It was in part at least a philanthropic and 
patriotic enterprise, as the islands at that 
time were suffering from a severe depres- 
sion accentuated by the failure of negotia- 
tions to sell them to the United States. 
For the first four or five years virtue was 
its own reward, as the bank declared no 
dividends. Thereafter, until American oc- 
cupation, the bank made 5 or 6 per cent 
annually. 


Hoisting the American Flag 


UT in 1917 the millennium arrived; the 
American flag was hoisted over the 
islands, and for five years dividends were 
declared at the rate of 20 per cent. And 
then came the world-wide slump in shipping 
that ruined St. Thomas, and four years of 
drought that ruined St. Croix, so that for 
1923 and 1924 no dividends were declared 
at all. But as the islands are no longer 
Danish, the Danish owners of the bank have 
no longer the satisfaction, as they contem- 
plate their annual reports, of feeling that 
they are benefiting the fatherland, and that 
the loss of red ink is less painful than the 
loss of red blood. Perhaps some of them 
feel that Danish bankers have had enough 
troubles at home in recent years anyway. 
The result is that the National Bank of 
the Danish West Indies is keeping itself in 
readiness to sell if any reasonatle offer is 
made by an American bank, and in any 
case to withdraw when its charter expires 
in 1934. 


In the meantime the bank has a legal 


T almost surpasses belief 

to learn that there is an 
American possession where 
the dollar is not legal ten- 
der. Yet such a situation 
prevails in our newest 
acquisition — the Virgin 
Islands, for which the 
United States paid more 
than it did for the Philip- 
pines or Alaska. In this 
article, Dr. Tucker, who 
was sent to the Virgin 
Islands by the Treasury De- 
partment to make an eco- 
nomic survey, tells of this 
unique situation. Although 
American soil, its lone bank 
is Danish owned. 


monopoly of note issue in the islands and 
an actual monopoly of banking. Since the 
monopoly of note issue is guaranteed by 
the treaty of purchase it follows that United 
States currency cannot be introduced as 
legal tender into the islands without auto- 
matically giving this bank the right to issue 
notes in dollar denominations—which is un- 
thinkable in view of the fact that it is wholly 
owned by Danish banks, its directors and 
auditors appointed in part by the Danish 
Minister of Finance, and that the United 
States government has no acknowledged 
rights of inspection or control. 

It is very likely that if the United States 
wished to press the matter it could establish 
a right to inspection under the general prin- 
ciples of international law, but that means 
expense, delay, and possibly ill-will. Con- 
sequently we continue to have under the 
American flag a territory where American 
money is not legal tender. The local cur- 
rency consists of francs (worth 19.3 cents) 
and bit (100 bit = 1 franc). As a reminder 
of the time when silver dollars (better 
known to romantic writers as “pieces of 
eight”) circulated commonly in the West 
Indies, we have the term “dollar” used to 
designate the five-franc piece and “cent” 
to designate five bit. 
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The actual currency is silver and bronze 
for small denominations and bank notes 
for five francs and up. The former gold 
coins of the Danish West Indies have been 
acquired by collectors, and the bank fulfills 
its duty of redeeming its notes on demand 
by offering United States currency or gold 
coins of the Latin Union. Since the post- 
office refuses to accept anything but United 
States money, and since tourists usually 
have nothing else, the merchants habitually 
take it at the rate of $1.04 West Indian to 
$1.00 United States. On the other hand the 
would-be purchaser of United States money 
has to pay $1.05 W. I. 

It is whispered that sometimes the guile- 
less tourist does not learn of this convention 
until he has completed his purchases, and 
does not realize that the prices marked in 
the shops are all in dollars worth four cents 
less than the dollars he offers in payment. 

There is no doubt that if an American 
bank acquired the interests of the Danish 
bank, and organized under the National 
Bank Act, that United States currency 
would be made legal tender and the local 
currency abolished. But why should Amer- 
ican bankers do this? Is there any chance 
for profit there? Any one whose acquaint- 
ance with the situation was limited to the 
items appearing from time to time in Amer- 
can newspapers would say “no,” but in 
reality the prospects for profit are reason- 
ably good for a bank with a capital of 
between $100,000 and $200,000. 


The Terrible Depression 


HE terrible depression of 1921-1924 was 

due in large part to catastrophes that 
are not likely to recur, or whose disastrous 
effects can be minimized. They were, in 
order of importance, the drought, the world- 
wide depression in commerce and shipping, 
prohibition, the pink boll-worm, the sinking 
of the floating dock in St. Thomas, and 
the hurricane of August, 1924. These are 
worthy of discussion in some detail. 

From June, 1920, to August, 1924, the 
Virgin Islands suffered the severest drought 
in the sixty-three years for which records 
have been kept. The rainfall in this period 
averaged only thirty inches a year, while 
forty-five inches are necessary for a fair 
crop of sugar. Since the inhabitants de- 
pended on rain water caught on their roofs, 
and had very few good wells there was 
considerable suffering among human beings, 
as well as loss of crops and inforced slaugh- 
ter or sale of cattle. Two good municipal 
water systems have now been installed and 
a number of deep wells dug, so the islands 
are prepared for another drought if one 
should come. The records of the past show, 
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A view of the harbor and town of Charlotte Amalie at Saint Thomas in the Virgin Islands—the United States’ latest possession. 


however, that although about half the vears 
have less than forty-five inches of rain, 
nothing like the recent drought had occurred 
since the seventies. 

When the rainfall is sufficient the amaz- 
ing fertility of the soil brings forth abun- 
dant crops, so that the planters think they 
can afford to take their chances and let the 
good years offset the bad. It would be 
possible moreover to irrigate some of the 
plantations profitably. 

The shipping depression during 1921 and 
1922 deprived St. Thomas of its chief source 
of support. Sales of coal dropped off over 
60 per cent, and the local repair shops were 
idle. But in 1923 a revival began, which 
was apparently only temporarily set back 
by the sinking of the floating dock in the 
spring of 1924 and the hurricane later in 
that year. At any rate the biggest dock 
company in St. Thomas declared an extra 
dividend for the year 1924, and the owner 
of the sunken floating dock has purchased 
another, larger than the old one. A recent 
modification of the quarantine regulations, 
long desired, will further improve the situa- 
tion. 


Rum’s Reign Passes 


ROHIBITION dealt the death-blow to 

the industry of manufacturing Santa 
Cruz rum, a drink of world-wide reputation 
since the days when the sailors from the 
New England colonies came with their ships 
full of salt cod and exchanged the means 
of raising a thirst for the means of allaying 
it. In 1789 St. Croix exported more than 
4,300,000 gallons of rum. But this industry 
was already moribund; since 1890 it had 
averaged only 70,000 gallons or $20,000 a 
year. New methods of extracting sugar and 


changes in consumers’ tastes had ruined the 
trade in rum before the Eighteenth Amend- 
ment was extended to the islands. For a 
year or so the refusal to admit foreign 
vessels carrying liquor injured the trade of 
St. Thomas, but present regulations make 
this injury of no consequence. For a time 
it was impossible to dispose of the molasses 
which is a by-product of sugar-making, but 
recently arrangements have been made to 
export it to the United States for industria 
uses. 

The bay-rum manufacturers were also 
very hard hit by prohibition; at first they 
were not allowed to send their product to 
the United States at all; then they were 
required to use a denaturant that instead 
of soothing the face removed the skin, and 
they were put to a lot of annoyance and ex- 
pense. This, too, has been straightened ovt. 
They have lost their foreign markets, be- 
cause of tariffs, propaganda, and poor trans- 
portation, but they have gained a home mar- 
ket good ehough to make up. 

Sea Island cotton was profitably grown in 
St. Croix from 1907 to 1920, when the pink 
boll worm suddenly appeared and has re- 
sisted all efforts to exterminate it. The 
Department of Agriculture is working on 
this problem. On account of the losses 
experienced in raising sugar and _ cotton 
since 1920 many estates have been turned 
over to grazing and a good market for beef 
cattle has been found in Porto Rico. Never- 
theless, the scanty supply of water in 1921, 
1922, and 1923 caused great losses. In 1924, 
however, some good wells were drilled and 
now the local giazers are joyfully looking 
forward to a profitable business as soon as 
they can pay off their accumulated debts. 
Other planters are pinning their hopes to 


garden crops, such as onions, tomatoes, 
castor beans, and ‘ropical fruits for pre- 
serving. 

And there is still a large group of plant- 
ers in St. Croix who insist that sugar is 
the best crop for the islands and that all 
that is required to make it profitable is the 
removal of the present export tax of $8 
a ton. This tax was imposed by act of 
Congress in 1917, in lieu of the Danish ex- 
port tax of 5 per cent. It is the chief 
source of revenue in St. Croix, except the 
annual subsidy from Congress. If it were 
removed other taxes would have to be sub- 
stituted, but chey would probably fall partly 
on other local tax-payers and the burden on 
the sugar planters would be partly relieved. 


The Need for Capital 


HESE are the special rcasons why the 
Virgin Islands have not been prosperous 
in the last few years. 

There are some reasons of a more per- 
manent nature to explain why the population 
has declined since about 1840. The chief 
one is the decline of the sugar industry due 
to the abolition of slavery and the competi- 
tion of beet-sugar. Second in importance 
is the increase in size and bunker capacity 
of steamers and the adoption of oil-fuel and 
the wireless, which make it necessary 
to put in for supplics and orders. These 
causes have had the same unfavorable effect 
on most of the islands in the West Indies. 
Nevertheless, there is still a good deal of 
business to be done in connection with the 
trafic through the Panama Canal, and the 
demand for sugar has increased almost as 
fast as the supply. The high cost of free 
labor as compared with that of slaves can 

(Continued on page 534) 
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Selling the Service Charge Idea 
to Bank Customers 


By DALE GRAHAM 


Advertising Manager, Mississippi Valley Trust Company, St. Louis 


How the St. Louis Banks Gave the Public a Clear Conception 


of Banking to Prepare the Way for the Service Charge on 


Small Accounts. 


FEW weeks ago, I lunched with 
a noted author and lecturer, and 
the conversation turned to the lack 
of public understanding of banks 
and finance. 

“I have always thought,” he said, “that 
where ignorance exists, there suspicion lies. 
Let half a dozen men get up in a meeting 
and go over in the corner and begin whis- 
pering among themselves. Within five min- 
utes, the rest of the crowd, without knowing 
what the whisper’ng is about, will cry ‘Why 
there is something rotten going on over 
there! Throw them out!” 

Since that conversation, I have pondered 
over those words—“where ignorance exists, 
suspicion lies’—and I have wondered if the 
banks of this country, figuratively speaking, 
have not been standing over in the corner 
whispering to themselves, letting the rest 
of the world form its own impressions. 


Public’s Impression of 
Banking 


8 bg public has a lot of business and a 
lot of troubles of its own, and can- 
not spend much time studying banking. Yet, 
nearly every person is brought into some 
contact with banks, and is bound to gain 
mental impressions and form conclusions. 
Have we taken care that these impressions 
will be accurate and these conclusions cor- 
rect? No. 

For many years, bankers have known that 
the public does not understand the impor- 
tant place financial institutions fill in their 
communities, but is inclined, in many cases, 
to look upon them as parasites that become 
immensely rich at the expense of the people. 
And yet the bankers did not bother to clear 
up this misunderstanding—it did not seem 
worth while. 

For many years, bankers have realized 
that many people think the banks are owned 
by and for the benefit of the very wealthy 
—that they are tools of Wall Street. The 
bankers know that their institutions were 
owned by stockholders—citizens of 
ordinary means. But did they make this 
clear to the public? No, it did not seem 
worth the expense. 

For many years, the public has had prac- 
tically no conception of how banks make 
money—or, rather, fail to make money on 
small accounts. The man in the street never 
stopped to consider the tremendous expense 


of handling checking accounts and the in- 
significant yield of small balances. And the 
bankers never thought it worth while to 
educate them. It would not pay. 

Then, a few years ago, increased expenses, 
failing customers, and low interest rates 
combined to take the joy and most of the 
profits out of the banking business. It was 
then that the bankers began to analyze their 
business, and were deeply impressed by a 
fact they had scarcely considered: they were 
losing money on a half or more of their 
checking accounts! The expense of check 
books, deposit slips, pass books, statements, 
bookkeepers—all actual money out of pocket 
—greatly exceeded the income from the 
small balances! 

The bankers scratched their heads. What 
to do about it? Why, the service charge, 


Here is the 
Ne Inside Story 


of a Small 
Checking Account 


FIRST, ne with «pobcy adopted come 
axty-one other cities in the United States, $¢. Louis banks 
will place a service charge on amall checking accounts —that = 
a charge of $1 a month will be m.de for handling checking ac 
counts with average balances not large enough to make chem 
self sustaining 

That brings up the questica "When ws an account self-sustainung/” 
The following analysis shows what it costs the average bank to 
bandle a checking account maintaining an average Lalance of $200. 


average amount in bank 
apprommate reserve whacb hand must hold aguunet 


A vervice charge of $1 4 marth on thes account will yield the bonk 

revenwe of $12 4 yoar, wiping out the ond alloweng the 

te carn 4 year om the account 
This analyws gives an idea of the neceauty for, and faurress of the ser 
wice charge Banks have cared small checking accounts at a loss because 
a few have developed into profitable accounts, but expenience has shown 
that not enough of them have developed to justify the loa The new 
way wa business proposition The patron gets the service. The bank at 
least breaks even on the account 


MEMBER BANKS 
ST. LOUIS CLEARING HOUSE ASSOCIATION 
—AND— 


ASSOCIATE BANKERS OF ST. LOUIS 


THERE'S A SERVICE 


CHARGE IN EWERY 


One of the series of advertisements 
published in the St. Louis papers 
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Ten “Stop-Watch” Booklets Prove Effective. 
Results Uphold Theory that Bank Customers Want Fair Play. 


of course! Absolutely correct in principle! 
Fair and just! 


The Voice of Caution 


UT a still small voice cried: “Wait a 
moment, Mr. Banker. You had better 
not do that. You understand banking and 
know you lose money on those checking 
accounts, and that a service charge is quite 
O.K. But will your depositors understand 
it? What will they say? Why, they will 
say the banks are robbers—big parasites, 
tools of Wall Street, taking just one more 
step to oppress the poor man. They were 
glad to get our small accounts, now they 
turn them out if we do not pay a fee. 
The people are not educated to it and you 
cannot stand the criticism. No, Mr. Banker, 
you better not put on that service charge.” 
The bankers listened. Yes, after all, the 
still small voice told the truth. The pub- 
lic did not understand—the public would not 
stand for the charge. So most of the bank- 
ers continued to scratch their heads and 
wonder what to do. If the public only 
were educated to our business methods! 

In about a hundred cities, however, the 
bankers got together and said: “This ser- 
vice charge is right, and we are going to 
put it through whether the public likes it 
or not.” And they did. A lot of the pub- 
lic did not like it; in one case the legislature 
got after them. But they put it over and 
it worked. Today they are glad they did 
it. Not a single life was lost, and a heavy 
item of expense was eliminated. 


The St. Louis Plan 


N the first of last July, the St. Louis 
banks inaugurated a service charge. The 
St. Louis bankers realized that the public 
did not understand banking—just because 
they never had it explained to them. They 
realized that anything that hits a man’s 
purse strings is bound to be regarded un- 
favorably, if possible. So when they de- 
cided to make the charge, they determined 
to go about it in a way that would avoid 
every bit of unfavorable reaction possible. 
The St. Louis bankers decided to do some- 
thing they should have done before— 
educate the people to understand banking 
and to see why a service charge was nec- 
essary. 
The banks acted in unison through the 
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Clearing House and 
the association of out- 
lying banks, known as 
the Associate Bank- 
ers of St. Louis. The 
Clearing House banks 
agreed to assess a 
charge of $1 per 
month on checking ac- 
counts that averaged 
below $200, while the 
outlying banks  ap- 
plied the same charge, 
but fixed the min- 
imum balance require- 
ment at $100. There 
were only two or 
three institutions in 
the entire city that re- 
fused to participate in 
the movement. 

A month or so be- 
fore the charge was 
to go into effect, 
the advertising man- 
agers of the larger 
banks were asked 
to confer and_ re- 
commend an_ adver- 
tising or rather educa- 
tional plan. Sam P. Judd, publicity man- 
ager of the Mercantile Trust Company, 
prepared a series of four advertisements, 
using as a basis for two of them booklets 
of the “Little Bits of Banking Series,” 
written by the author of this article as 
Chairman of the Committee on Analysis of 
Accounts of the Missouri Bankers Asso- 
ciation. 

Upon the recommendation of the commit- 
tee of advertising managers, the Clearing 
House and outlying banks appropriated sev- 
eral thousand dollars for newspaper adver- 
tising and endorsed the use of the “Little 
Bits of Banking Series” of educational 
booklets. These booklets were provided the 
banks at actual printing cost, and all rights 
released to them as a privilege of their 
membership in the Missouri Bankers Asso- 
ciation. 

The newspaper advertising extended over 
a period of four weeks preceding July 1, 
one ad appearing each week in each of the 
four newspapers. By having the copy ap- 
pear on different days in the various papers, 
full benefit of their circulation was ob- 
tained. Each of the ads occupied space five 
columns wide by 250 lines (about eighteen 
inches) deep, and practically dominated the 
page on which it appeared. The newspapers, 
realizing that all of the banks were in- 
terested, took special pains to give this ad- 
vertising good position. 

The first ad of the series, “How a Bank 
Makes Money Work,” followed the text of 
one of the little booklets of similar name. 
It was designed to call attention to the 
unprofitableness of the small checking ac- 
counts by reasonable and simple arguments, 
rather than to blurt out the bald statement 
that a service charge was about to be made. 

The second ad, “Here is the Inside Story 
of the Small Checking Account,” reinforced 
the first one. The third, “Salary, 42 cents 
a Month,” employed the copy of the “Little 
Bits of Banking” booklet entitled, “The 
World’s Cheapest Bookkeeper,” which is de- 
scribed in the latter part of this article. The 
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The nine booklets that explained the necessity for the service charge 


last ad was simply an announcement of the 
service charge, bearing the names: of the 
banks that would participate. 


The “Little Bits of Banking”’ 
Series 


HE bankers realized that a newspaper 

advertisement is not seen by every reader 
of the paper. They realized, further, that 
the customers whose accounts would be 
affected by the charge should be given spe- 
cial attention—special notice. Accordingly, 
they purchased at actual cost, the “Little 
Bits of Banking” booklets that had been 
written for the members of the Missouri 
Bankers Association. 

These booklets, illustrated in Fig. 2, 
were 3% x 6 in. in size and printed in 
red and black. The element of time re- 
quired for reading was played up in each. 
The first challenged the reader with “Jt Will 
Take You One Minute and Twelve Seconds 
to Read This—if you start now.” At the 
bottom of each page throughout the entire 
series there was a dial and second hand of 
a watch, indicating the number of seconds 
that should have elapsed by the time the 
reader got to that point. 

One of the biggest problems of any piece 
of literature is the overcoming of the hu- 
man mind’s aversion to starting to read 
anything that will take time to finish. By 
emphasizing that only a minute or so is 
necessary, it was hoped to encourage the 
reader to take a chance. 

The real title to the first booklet, how- 
ever, was “The Bank’s Place in the Com- 
munity,” and it set forth that the country 
could not get along without banks—showed 
how the institutions gather together various 
sums from many sources and create a reser- 
voir of credit for legitimate industry. Lend- 
ers could not find borrowers, and vice versa 
if the banks were taken away. The booklet 
closed by pointing out that “if banks were 
taken from the nation, industry would stop, 
men would be thrown out of work, and 
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soon law and order 
would fail.” 

The second message 
sent out was en- 
titled “Who Owns 
the Banks?” And 
the recipient was in- 
formed on the front 
cover it could be read 
in forty-eight  sec- 
onds. Each of the 
four pages was timed 
in the manner pre- 
viously described. This 
booklet pointed out 
that banks are not 
owned by the presi- 
dent, the officers, or 
the board of direc- 
tors, but by many 
stockholders — friends 
and neighbors of the 
recipient of the book- 
let. It further pointed 
out the fact that the 
stockholders elect di- 
rectors, and in most 
states are required to 
audit the banks affairs 
periodically. 

Numbers three and four of the series ex- 
plained “How Credit Is Granted” (1 min- 
ute and 53 seconds), and “What Determines 
Interest Rates” (1 minute and 22 seconds). 
In these messages it was explained that 
banks’ deposits are payable on demand and 
that its loans must be “liquid’”—that is, the 
test of a borrower’s credit is his ability to 
pay when his note is due, not his ability to 
pay ultimately. Keeping good bank balances 
and rendering clean-cut financial statements 
was also recommended as a means of es- 
tablishing credit with banks. 


Five Shots at the Small 
Checking Account 


HE last five of the “Little Bits of Bank- 

ing Series” were aimed at the small 
checking account customer—written to ex- 
plain inoffensively why his business was 
unprofitable. 

Number five was entitled “How a Bank 
Makes Money.” The quoting of part of 
the copy will best describe it: 


“Many people imagine a bank has magic 
ways of making money—almost literally 
coining it. Somehow they think that 
a hundred dollars deposited on Mon- 
day means about a hundred dollars 
profit for the bank even if the money 
is withdrawn on Friday. Yet, if they 
stopped to think about it, they would 
realize, etc., etc. 


There follows a simple analysis: 


Amount of Deposit $100 
Legal and Cash Reserves 15 


Loanable Funds $85 
Income at 6 per cent (which is higher 
than the average rate of income) 

42 cents. 


Then the booklet, which took 1 minute 

and 15 seconds to read, pointed out the 

other side of the story—the expenses that 
(Continued on page 522) 


= 
pe Facts about Worlds Uap 
Overdraft he Journey of Bookkeen, 
a Bank Check 
~ 
‘| 
| 
i 


Congress and the McFadden Bill 


9 Coming in the Senate. 
Reserve Banks to await Action on McFadden Bill. 
Changes in Personnel of Banking and Currency Committee. 


ITH the McFadden bill due 
for early consideration in the 
House of Representatives, 
there is a good prospect that 
the revision of the National Bank Act will 
be included among the legislative achieve- 
ments of the 69th Congress. The plans of 
the Senate for dealing with the measure that 
proposes to modernize and liberalize the 
charters under which national banks operate 
have not been announced but it has been 
indicated that the Senate will await the 
action of the House 
of Representatives 
before moving to 
consider the bill. 
The McFadden 
bill occupies the 
major place on the 
legislative calendar 
affecting banking 
but there is a possi- 
bility of other pro- 
posed measures be- 
ing made law before 
adjournament is 
taken. The Denison 
Federal “blue sky” 
bill, which failed at 
the last session when 
it was brought up on 
the floor of the 
House, was _ favor- 
ably reported be- 
fore Congress ad- 
journed for the hol- 
idays, but there is 
still understood to 
be formidable  op- 
position to the 
measure. If the 
Treasury Department concludes its study of 
the proposed reduction in the size of the 
paper money and its preliminary conclu- 
sions that a saving of approximately $3,000,- 
000 annually can be made in the production 
of the currency are confirmed, it may be 
that some of the changes will require the 
sanction of Congress. In this event, the 
administration may call for the passage of 
enabling legislation. 


Charter Renewal to Wait 


N importance to the country, the renewal 

of the charters of the Federal Reserve 
Banks overshadows any question affecting 
banking that has been raised. The char- 
ters do not expire until 1934, however, and 
while the responsible leaders of the House 
and the Senate are generally agreed that 
the move to extend the charters should be 
undertaken well in advance of this date, 


BY REUBEN A. LEWIS, JR. 


Early Consideration is Expected in the House. Fight on Section 
Move to Extend Charters of Federal 


thus far it seems the widespread sentiment 
favoring this course has not crystallized into 
a definite program. The disposition of the 
leaders in Congress is to defer acting on 
the extension of the charters until after the 
McFadden bill, which has been hanging fire 
for three years, may be definitely disposed 
of by both houses. 

Senator George P. McLean, of Connec- 
ticut, the chairman of the Senate Commit- 
tee on Banking and Currency, is of the 
opinion that the renewal of the Federal 


The opening scene in the House of Representatives. Rep. Nicholas Longworth is being ord 


sworn in as the new speaker 


Reserve Banks may be taken for granted. 
It is “unthinkable,” Senator McLean states, 
that Congress would fail to perpetuate the 
Reserve System, after it has demonstrated 
so fittingly its worth to the nation under the 
most trying conditions. Senator McLean 
asserts that, while the proposal to extend 
the charters doubtless would bring about 
some criticism of the Reserve Banks by a 
small group in the Senate, he does not be- 
lieve there would be ten votes cast against 
the renewal if it were considered during the 
present session. Most of the criticism that 
has developed in Congress against the Fed- 
eral Reserve System is not due to the pro- 
visions of the law itself, Senator McLean 
avers, but to the manner in which the Fed- 
eral Reserve Banks have been managed. It 
is thus a matter of personnel rather than 
law, in the final analysis. 

When the renewal of the Reserve bank 
charters is brought up, Senator McLean 
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Several 


favors an extension for a longer period than 
twenty years, which was the term of the 
initial franchise. He thinks that they 
might well be extended for the same term 
as the national bank charters are now 
granted—for 99 years. As to the most 
auspicious time for Congressional action, 
Senator McLean believes that four years 
in advance would be adequate, although he 
is outspoken in the opinion that there should 
be no continued uncertainty as to the fu- 
ture of- the Federal Reserve System. 

The views of Sen- 
ator McLean have 
a double signifi- 
cance. He is the 
head of the com- 
mittee that would 
sponsor any propos- 
al to renew the char- 
ters, and he was one 
of the Senators who 
voted against the 
Federal Reserve Act 
when it was enacted. 
At that time, Sena- 
tor McLean opposed 
the setting up of 
twelve regional 
banks, maintaining 
that a system of 
four reserve banks 
would be much su- 
perior. While he 
favored the princi- 
ples undérlying the 
System, the Senator 
wanted to go on rec- 
against the 

twelve regional bank 
idea and so was 
numbered among the minority. 

“IT am still of the opinion that the Fed- 
eral Reserve System would be better if 
there were not more than four Reserve 
banks,” Senator McLean continued, “but do 
not think that it would be wise to raise the 
question of amending the act in connection 
with the renewal of the charter. It is un- 
thinkable that Congress would decline to 
act favorably. For who would advocate a 
return to the old, panic-breeding system 
with the inelastic system of currency? The 
only alternative would be to set up another 
system based on the same principles of the 
Federal Reserve. But even a discussion of 
this is needless. The extension may be 
taken for granted.” 


The Leaders’ Views 


— opinion of Senator McLean appar- 
ently represents the views of the major- 
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ity of Congress in both houses. That the 
proposal will call forth criticisms of the 
administration of the Reserve Banks is ad- 
mitted but this protest promises to be feeble 
compared with the unstinted and voluminous 
praise of underlying principles of the 
American banking system. 

The revision of the National Bank Act 
to place the federally chartered institutions 
more nearly on a parity with state banks 
is more urgently needed than action to ex- 
tend the Reserve Bank charters, according 
to the views of Representative Louis T. 
McFadden, chairman of the House Com- 
mittee on Banking and Currency. He thinks 
that Congress should expedite the banking 
measure before turning its attention to the 
other proposal. 

Secretary of the Treasury Mellon was 
one of the first among the high officials to 
urge the early renewal of the Reserve Bank 
charters. Late last spring, he asserted that 
“action on the renewal must be taken well 
in advance of the expiration of the present 
tenure to avoid any uncertainty as to policies 
and administration’ and advanced the 
opinion that “the most serious menace to 
which the system has been subjected in the 
past, and probably will be in the future, 
is political attack.” When the question of 
prolonging the life of the system is taken 
up, he prophesied that the effectiveness of 
the attack would depend upon the particular 
phase of the business cycle. If the country 
were not prosperous, he indicated the view 
that the opposition would be more serious— 
although he has never professed any real 
fear that the Reserve System would suffer 
the fate of the First and Second Banks of 
the United States. 

Beyond stating that the action should 
come “well in advance” of the charter ter- 
mination, Secretary Mellon did not indicate 
any specific time for the move, but his 
statements created widespread discussion. 

The McFadden bill makes a number of 
amendments to the Reserve Act and the 
pendency of this measure doubtless accounts 
for a measure of the reluctance of the 
friends of the Reserve System to press for 
action on the renewal of charters until 
the bill liberalizing the National Bank Act 
is out of the way. 

Virtually all of the administrations have 
shown a commendable disposition to keep 
banking legislation out of politics and to 
have it considered in a non-partisan man- 
ner. To this attitude is attributed the fail- 
ure of President Coolidge to stress in his 
message to Congress either the need for the 
revision of the National Bank Act or the 
desirability of the extension of the Fed- 
eral Reserve Bank franchise. The Presi- 
dent privately is reported to be earnestly in 
favor of both measures. 

So it is definitely foreshadowed that the 
advocates of extending the Federal Reserve 
Bank charters will await the disposal of 
the McFadden bill and a propitious time 
before launching the movement. 


The Fight on Section 9 


VEN at this early stage, it may be 
clearly foreseen that the big battle over 
the McFadden bill will center around Sec- 
tion 9 and will reach its climax in the 
Senate. Lengthy debate is anticipated with 


a determined effort in prospect for the elim- 
ination of this section from the bill. The 
proponents of the measure, however, ex- 
press confidence that it will be passed, as 
an unofficial poll of the Senators reveals 
that there are seventy-five members who are 
in favor of the proposed legislation with 
the curb on branch banking as provided 
by Section 9 as a part of the bill. 

Definite plans for dealing with the bill 
have not crystallized, as yet. However, 
Senator McLean ventures the opinion that 
the Senate will vote on the proposed legisla- 
tion before the end of the session. There 
are several months at the disposal of Con- 
gress to consider the various bills that will 
be brought before it for action, as the 
69th session is a “long session’’—not 
terminating on March 4 but continuing un- 
til it is the pleasure of the two houses to 
suspend. This makes the chance of a suc- 
cessful filibuster somewhat dim. But, when 
a good-sized group wishes to hold up the 
passage of a bill, it resorts to other means. 
One of the favored methods is to contend 
that the proposals are so far-reaching in 
their importance that they should have in- 
tensive study by an expert commission that 
would be empowered to recommend a 
complete revision and that the matter should 
be referred to this commission. 


Pepper in Charge 
ENATOR George Wharton Pepper, of 


Pennsylvania will have active charge of 
the bill in the Senate. While the House Com- 
mittee does not plan to hold hearings be- 
fore reporting the McFadden bill it is not 
unlikely that further hearings will be con- 
ducted before the Senate brings it up on the 
floor for debate. It is understood that the 
California banks favoring branch banking 
have had a study of the causes of bank 
failures made by experts during the past 
summer and that they will seek to show 
that the public interest would be better 
served through branch banks than through 
the small independent units. Most of the 
new testimony to be obtained, it is ex- 
pected, will be focused on the branch bank- 
ing features of the legislation. 

Section 9 stipulates that no state member 
bank, after the passage of the bill, shall 
be permitted to acquire any more branch 
banks outside of the city in which it is 
located. It provides also that no non-member 
state bank shall be permitted to come into 
the Federal Reserve System, unless it re- 
linquishes all of its branches situated be- 
yond the limits of the city in which it has 
its main office. In those states, which per- 
mit state banks and trust companies to 
operate branch banks, the section would 
permit Federal Reserve member banks to 
engage in city-wide branch banking, with 
no branches sanctioned where the popula- 
tion is less than 25,000, not more than one 
branch in cities of not less than 25,000 and 
not more than 50,000 and not more than two 
in cities between 50,000 and 100,000 popula- 
tion. In cities of more than 100,000, the 
matter of more than two branches would 
rest with the discretion of the Comptroller 
of the Currency. These restrictions do not 
apply to any branches acquired prior to the 
approval of the proposed act. 

At the last session of Congress, Senator 


Carter Glass, of Virginia, with character- 
istic vigor assailed this section on the 
ground that it would be an invasion of 
state rights for Congress—“to say to most 
of the states in the United States that in 
the future, if it should be your considered 
judgment that branch banking is a good 
thing, you can not become members of the 
Federal Reserve System if you desire to 
adopt branch banking, even in the most re- 
stricted form.” He maintained that the bill 
seeks to “flank the Constitution” and stated 
that the breakdown of the Federal Reserve 
System could not be more expeditiously 
wrought, except by an actual repeal of the 
law, than by the passage of Section 9. 


Not Invading State Rights 


O* the other hand, the supporters of the 
measure insist that Congress would 
not be invading the rights of states in hav- 
ing Section 9 enacted into law.. They point 
out that the state banking systems will re- 
main as now—solely under the jurisdiction 
of the state authorities. No attempt is be- 
ing made to tell states how they must con- 
duct their own banks, they add. However, 
Congress takes the position that certain 
standards are to be maintained and it has 
come to the conclusion that state-wide 
branch banking would be an unwise national 
policy because it would lead to the extinc- 
tion of the independent local unit banks. 
To preserve the soundness of the Federal 
Reserve System, the proponents of Section 
9 merely lay down conditions of member- 
ship that applying non-member state banks 
must meet, which are exactly the same as 
those that the national banks must observe. 

The issue is simply this: Some states 
permit state-wide branch banking. Section 
9—which expresses the national policy 
opposed to branch banking—prohibits it. 
The state banks in such states as allow it 
must choose between branch banking and 
the Federal Reserve System. There would 
be no justice, they assert, in allowing state 
banks to come into the System and enjoy 
its benefits on conditions that are more lib- 
eral than those imposed on the national 
banks, which are compelled to belong to 
the System. 


“The Moving Finger’”’ 


i bape new session of Congress witnesses 
a number of changes in the personnel of 
the men whose province is the shaping of 
banking legislation. 

The two chairmen remain at the head 
of their committees but a few figures who 
have had a large part in the framing of 
some of the major banking laws have passed 
on and new personalities that promise to 
take an active part in the public affairs of 
the country are making their appearance 
on the scene. 

In the Senate, Robert L. Owen, of Okla- 
homa, who was chairman of the Committee 
on Banking and Currency when the Fed- 
eral Reserve Act was passed, bringing a 
new system of banking to the United States, 
will no longer participate in the considera- 
tion of financial legislation. Contrary to 
the usual rule, Senator Owen voluntarily 
withdrew from public life. 


(Continued on page 523) 
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The Guiding Principles in Foreign 
Debt Settlements 


By ANDREW W. MELLON 
Secretary of the Treasury 


Capacity of Each Nation to Pay Has Been Fundamental in 


Refunding Arrangements. 


Flexibility in Settlements Found 


in Rate of Interest Charged. Principal to Be Paid in All. 
Prosperous Europe Means More to Us than Entire Foreign Debt. 


URING the war the United States 
made loans to the Allies largely 
to assist them in purchases of sup- 
plies in the United States. The 

original loans bore interest at 314 per cent, 
being the interest rate carried on the First 
Liberty Loan issue. The rate was subse- 
quently made 5 per 
cent. After the Ar- 
mistice the United 
States continued to 
make advances to 
the Allies to com- 
plete their contracts 
in the United States 
and to purchase food 
and surplus war 


Bil 


supplies from the 
United States. Re- 
lief was also ex- 


tended to a number 
of the smaller. na- 
tions largely born of 
the war. At the con- 
clusion of the war 
period, the Treasury 
held the obligations 
of some twenty na- 
tions, in general pay- 
able on demand with 
interest at 5 per cent 
per annum. 

The world was in 
a state of financial 
disorder. No nation 
could have paid its 
debt had we de- 
manded it. Most 
could not even pay 
the interest rate of 
5 per cent called for 
by their obligations. 
Only with time and 
more settled conditions did possibility of 
adjustment arise. 

Recognizing the fact that our debtors 
could not pay on demand, Congress orig- 
inally authorized debt funding on not longer 
than a 25-year basis and at not less that 
4% per cent interest. Subsequently, when it 
was apparent that this basis of settlement 
was beyond the capacity of most of the 
debtors, the American Debt Commission 
was given general authority to recommend 
settlements to Congress. 

Since foreign debt settlements do not 
seem to be clearly understood, I wish to 
mention some rather elemental facts. The 


The signing of the 
affixed his signature. 


obligations held by the Treasury generally 


call for payment on demand and such pay- 
ment cannot be made. We must find prac- 
tical terms. Now if we are owed $62 and 
payment is made today, we receive the full 
value of our loan. If payment is made at 
the rate of $1 a year for sixty-two years 


Italian debt agreement at Washington. 
On his left is Secretary Mellon and on his right ts Secretary 
of State Kellogg 


without interest, we would be conceding a 
part of the debt. What this concession 
amounts to can be variously estimated, de- 
pending on the rate of discount arbitrarily 
taken. If we use 4% per cent, the present 
value of a $1 annuity for sixty-two years is 
a little over $21; if we use 3 per cent, its 
present value is $28. If however, instead of 
$1 a year for sixty-two years without interest 
we should charge interest at the cost of the 
money to us, we get the full value of the 
loan, since we could borrow the $62 today, 
pay interest on the borrowing, and repay 
the principal as annuities are received. From 
the United States standpoint, therefore, the 
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Count Volpi has just 


question of whether a particular settlement 
represents a reduction in the debt depends 
on whether the interest charged over the 
entire period of the agreement is less than 
the average cost to us of money during that 
period. The flexibility in debt settlements is 
found in the interest rate to be charged. 

The situation of 
each debtor nation is 
particular, that is, its 
capacity to pay is 
not the same as the 
capacity of some 
other nation. It has 
been felt by the Debt 
Commission, how- 
ever, that repayment 
of principal is essen- 
tial in order that the 
debtor might feel 
that it had paid its 
debt in full and that 
we might know that 
we had our capital 
returned to us. The 
Commission felt, 
therefore, that no 
funding should be 
made which did not 
repay the principal, 
and thus we have 
maintained the 
tegrity of interna- 
tional obligations. 
Adjustment to the 
capacity of each case 
is made in the inter- 
est to be paid over 
si the period of the 
agreement. 

Great Britain was 
the first nation to 
recognize the desir- 
ability of putting its house in order. Great 
Britain owed some $,600,000,000 of prin- 
cipal and interest on its demand obligations. 
The American Debt Commission recom- 
mended a settlement on the basis of prin- 
cipal payments over a sixty-two-year period, 
with interest at the rate of 3 per cent per 
annum for the first ten years and 3% per 
cent thereafter. Congress has approved the 
settlement. Taking into account the current 
interest rate when the settlement was made, 
the British agreement does not represent 
payment in full. If we figure the present 
value of the settlement at 4%4 per cent, we 
cancelled 20 per cent of the debt. The 
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settlement was, however, entirely based on 
our estimation of Great Britain’s capacity 
to pay. It is a precedent for the recogni- 
tion of the principle of capacity to pay 
and is not a set formula to control other 
cases of substantially less capacity. 


‘ Creditor May Treat Each 
Debtor Separately 


T is the rule that a debtor cannot prefer 

ne creditor over another. The debtor 
must treat all creditors alike. On the other 
hand, the creditor has the option of treat- 
ing each of its debtors separately. It may 
insist on payment in full from one, give 
time to another, and cancel the indebted- 
ness of a third, and no one of the three 
debtors has a right to complain of the treat- 
ment accorded the other. There follows 
from the foregoing that England, which 
is also a creditor of many nations who are 
debtors to us, has the right to insist that 
no debtor of it pay us more in proportion 
than England receives. The debtor nation 
may not discriminate between its two cred- 
itors. It has been frequently stated in 
Parliament that England has no just cause 
of complaint if the United States settles 
with one of its debtors on terms easier than 
those accorded England. As a matter of 
fact, England itself in dealing with its Euro- 
pean debtors has made settlements more 
favorable to one than to another. I want 
to be clear that the British-American set- 
tlement is one based on capacity to pay, 
and not a fixed formula to which all others, 
irrespective of capacity, must conform, and 
that a creditor is free to settle with its 
debtors as it may choose. 

As other nations have approached the 
American Debt Commission for a funding 
of their debts, it has been the position of 
the American Commission that since Eng- 
land represents the strongest of-its debtors, 
America would not ask heavier terms than 
those offered by England. The Commission 
would consider the British-American basis 
as prima facie a fair basis of settlement. 
If such a settlement was beyond the capac- 
ity of the particular nation, then the Com- 
mission would recognize this capacity by 
way of a reduction in the interest rate, but 
in no event cancel any of the principal. 
As we settled with England on her capacity, 
so consistently we must consider capacity in 
every other case. 

Generally speaking, our foreign indebted- 
ness may be divided into two general 
classes—advances to carry on the war, and 
advances after the war for relief and for 
the stabilization of Europe. Among the 
nations in the first class are included Eng- 
land, France, Italy, Belgium, Russia and 
Serbia, although loans were made after the 
Armistice. In the second class are the coun- 
tries on the Baltic Sea, Finland, Lithuania, 
Latvia, Esthonia and Poland; the former 
enemy countries of Austria and Hungary; 
and the Balkan countries of Czechoslovakia, 
Rumania and Greece. 


Post-War Advances 


HE general plan applied to the settle- 

ment of the second class has been the 
3ritish-American basis, with easier treat- 
ments in the earlier years depending upon 
the particular circumstances of the nation 
involved. Hungary, Finland, and Lithuania 
have been settled on the straight British- 


American basis. Poland, Latvia, and 
Esthonia have been given the option to fund 
75 per cent of the payments which would 
have been due for principal and interest 
for the first five years over the remaining 
fifty-seven years of the agreement. Czecho- 
slovakia for the first eighteen years pays 
about 34 of what it would have paid under 
the straight British-American basis and the 
balance is funded over the remaining years 
of the sixty-two-year period. Rumania 
pays a graduated scale to reach the British- 
American basis at the end of the twelfth 
year and the balance is funded. In every 
case the balance funded is at the interest 
rates of 3 per cent and 3% per cent. The 
variations in the earlier years of these agree- 
ments have been occasioned by the present 
fiscal situation of the nation involved and 
represent a determination of the capacity of 
payment for these earlier years. In each 
case the American Debt Commission was 
of the opinion that over the whole period, 
subject to the earlier modifications, the 
British-American basis was within the ca- 
pacity of the particular nation. 

The debt-funding agreements of the na- 
tions in this second class have been ap- 
proved by Congress in the cases of Fin- 
land, Lithuania, Poland, and Hungary. In 
the case of Latvia, Esthonia, Czechoslo- 
vakia, and Rumania, the debt-funding agree- 
ments are now pending. In the case of 
Austria, Congress has voted a twenty-year 
moratorium recognizing Austria’s present 
want of capacity. Jugoslavia and Greece 
have not yet negotiated a-settlement. 

Coming now to the large debtors, no 
agreement has been reached with France, 
but the Commission has negotiated fund- 
ing agreements with Belgium and Italy. 


The Belgian Settlement 


N the Belgian agreement the indebtedness 

of Belgium has been separated between 
pre-armistice debt and post-armistice debt, 
that is, indebtedness created before or after 
November 11, 1918. The post-armistice in- 
debtedness has been settled on the British- 
American basis, with the exception that 
during the first ten years interest rates are 
scaled up on an arbitrary basis to reach 
3% per cent at the beginning of the eleventh 
year. As to the pre-armistice indebtedness, 
the principal is to be repaid in substantially 
equal installments over the period of sixty- 
two years. Accrued and accruing interest 
is waived. The circumstances which in- 
fluenced the American Debt Commission in 
recommending this concession on the pre- 
armistice debt were these: Almost all of 
Belgium was occupied by Germany since 
the early days of the war. Germany had 
taken from Belgium and moved into Ger- 
many most of the industrial machinery and 
equipment which it had found in Belgium. 
The value of the war damage done 
to Belgium was estimated at roughly 
$1,000,000,000. 

During the period of occupation, Germany 
had caused to be printed and circulated in 
Belgium paper money which the Belgian 
people, in the occupied territory, were forced 
to receive. At the conclusion of the war 
Belgium had to redeem this worthless cur- 
rency, issuing its own money in exchange 
therefor. The loss to Belgium on this ac- 
count was about $1,200,000,000. Belgium 
had received prior to the Armistice about 
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$1,300,000,000 in advances from France, 
Great Britain, and the United States, 
France advancing over $600,000,000, Great 
Britain more than $500,000,000, and the 
United States less than $200,000,000. At the 
time of the negotiation of the Versailles 
treaty Belgium demanded that she be given 
a preferred claim on reparations to the ex- 
tent of her war damage, that Germany be 
compelled to redeem in gold the worthless 
paper marks taken up by Belgium, and that 
the three principal allies forgive their pre- 
armistice loans, and Belgium stated that 
unless such preferences were given she 
would withdraw from the Peace Confer- 
ence. In order to prevent a break in the 
negotiations, representatives of the United 
States, England and France proposed that 
Belgium be given a prior charge on repara- 
tions of $500,000,000, that each representa- 
tive recommend to his respective government 
the adoption of an arrangement under which 
the pre-armistice debt of Belgium would 
be assumed by Germany, and Belgium re- 
leased, and that Belgium withdraw her 
other demands for the remainder of war 
damage, and for reimbursement for the 
Germany currency. Accepting this com- 
promise, Belgium continued in the confer- 
ence. Subsequently the United States, en- 
tirely within its rights, declined to accept 
Germany as a substitute for Belgium on 
the pre-armistice debt. 

The argument of Belgium was that it had 
waived its demand for $2,200,000,000 of 
preferred reparations relying on a promise 
which was unfulfilled, and that it was now 
too late to restore Belgium to the position 
it had formerly occupied. The American 
Commission felt that the equities were with 
Belgium. We would not agree to substi- 
tute Germany as our debtor, although Eng- 
land and France with larger debts than 
ours have done so. We did not think it 
just, however, to ask Belgium to repay 
more than the principal of the pre-armis- 
tice advances. Belgium, continues solely 
liable to us. 

Taking the Belgian settlement as a 
whole, both the pre-armistice and post- 
armistice, the American Commission felt 
that the payments required from Belgium 
substantially represent its capacity to pay. 
Belgium is a small nation, densely popu- 
lated, with few natural resources, and 
obliged to import a large proportion of its 
food supply. Its foreign investments have 
been exhausted by the war, the balance of 
trade has for a great many years been ad- 
verse, and Belgium will require in the near 
future large borrowings abroad in order to 
stabilize its currency and to reduce the in- 
flation caused by the paper money issued 
by Germany during the occupation. 


The Italian Debt 


NOTHER settlement now before Con- 

gress is that with Italy. To the orig- 
inal principal of the Italian debt of 
$1,648,000,000 was added interest at 414 per 
cent per annum to December 15, 1922, the 
date of the British settlement, and at 3 per 
cent per annum to the date of the new settle- 
ment, making a total to be funded of 
$2,042,000,000. Repayment of the new 
principal is made on the same scale as on 
the British-American basis, with the excep- 
tion that in the first five years there is a 

(Continued on page 534) 
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The Mid-Continent Conference 


Gathering of Representatives of Trust Companies and Trust 
Officers of National and State Banks in St. Louis for the Study 
of Corporate Fiduciary Methods and Problems Opened a New 
and Important Chapter of Cooperation in Association Work. 


NUSUAL significance attaches to 
the Mid-Continent Fiduciary Con- 
ference, held in St. Louis, Mo., 
December 11 and 12. It was an 
event in organized banking because it was 
the beginning of a new chapter in coopera- 
tion in the American Bankers Association. 
And it was also an event in fiduciary devel- 
opment because in point of attendance, ear- 
nestness and application of the conferees, 
this meeting was indicative of the increase 
in interest in fiduciary business that bankers 
as a whole are taking. Great as has been 
the growth of fiduciary business in recent 
years, it now appears that the development 
of this class of business may in the future 
proceed at a more rapid rate than ever be- 
fore. The increase of the country in wealth, 
and the growth of its people in understand- 
ing of the services of fiduciary corporations, 
alike combine to make inevitable a more gen- 
eral turning of the population to fiduciary 
institutions and to banks with fiduciary 
powers for services which are so often 
thrust upon individuals unfitted and unpre- 
pared to discharge them with an economy 
and efficiency comparable with a financial 
institution having a staff of experts. 


Service Along Lines of 
Common Interest 


HE Conference was opened by Oscar 
Wells of Birmingham, Ala.: 

“As the President of the American Bank- 
ers Association, I want to voice my pleasure 
that we are now convening a joint confer- 
ence,” he said. “The Trust Company Divi- 
sion, the National Bank Division and the 
State Bank Division, all representing insti- 
tutions undertaking fiduciary services, have 
arranged this conference for the common 
study of problems pertaining to the develop- 
ment of a better type of service along the 
respective lines undertaken by the trust com- 
panies and by the trust departments of na- 
tional and state institutions. 

“It not only means a better opportunity 
for the study of such questions as are of 
common interest, in this phase of banking 
endeavor, but, from the standpoint of the 
Association, it means the writing of a new 
chapter in cooperation. And it may mean, 
and we hope it will, that other opportunities 
will be found for greater cooperation among 
the outstanding activities of our Association. 

“This has led to considerable discussion 
within the councils of the American Bankers 
Association, in the years of the recent past, 
in the Council meetings and in the smaller 
groups. There is a very strong undercurrent 
of belief that the time may come when the 
Association will find its way to serve along 
the lines of common interest, rather than 


along the lines of titular divisions. If it can 
be done—without losing any of the effective- 
ness of the respective activities as now con- 
stituted—it intrigues the interest of every 
member of the Association that we may 
be able to group ourselves under the heads 
suggested by the endeavor itself. 

“This is an important step, therefore, and 
I believe that the Conference will be more 
valuable to those in attendance, because the 
opportunity is given for bringing the view- 
point of a greater number under considera- 
tion, and also will have some value in bring- 
ing out whatever divergence there may be 
in the separate points of view.” 

There were three sessions of the Confer- 
ence with a different presiding officer for 
each. The opening session was presided over 
by Breckenridge Jones, chairman of the 
Board of the Mississippi Valley Trust Com- 
pany, John G. Lonsdale, Ex-President of the 
National Bank Division, and president of the 
National Bank of Commerce, St. Louis, 
presided at the Second Session. Edward J. 
Fox, Vice-President of the Trust Company 
Division and president of the Easton Trust 
Company, Easton, Pa., presided at the final 
session. 


Many Questions Answered 
by Experts 


OLLOWING the presentation of the 

stated numbers of the program, printed 
elsewhere in this issue, there were many 
questions answered by the experts who 
appeared before the Conference. There 
probably never was a conference of this 
character held under the auspices of the 
Association where there was keener interest 
displayed from start to finish than in this 
discussion of fiduciary methods and prob- 
lems. 

The banquet held on the evening of the 
first day was presided over by Breckenridge 
Jones and the first speaker was President 
Wells. 

“However briefly I may talk,” said Mr. 
Wells, “I do want to say that I am espe- 
cially appreciative of the significance of this 
occasion. As I said at the opening of the 
conference, I regard it not only as a new 
chapter in cooperation among the activities 
of the American Bankers Association, but 
I feel that a particular emphasis has been 
put upon the important tasks imposed by a 
relatively new development among the bank- 
ing functions of the country, that of render- 
ing corporate, fiduciary service to the clients 
of these institutions. 

“If I have any especial confession of faith 
to make, it is that I am interested especially 
in the various activities of the Association 
that they may function to the extent of 
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carrying out the programs already under- 
taken, and that so far as I know, I shall 
not be responsible for any effort to instigate 
any new reformations, or dig up any par- 
ticular messages, or undertake to bring about 
any new endeavors. In the first place, 
enough things have already been begun to 
hold the attention of even the most ardent 
believer in the value of the work of the 
American Bankers Association. The rami- 
fications of our influence are quite extensive, 
when you take into consideration the four 
important divisions representing the National 
Banks, the Trust Companies, the State Banks, 
and the Savings Banks, the various service 
features of the American Bankers Associa- 
tion, and the educational work of the various 
commissions and Sections. 

“I was reminded, today, by the Chairman 
of the Committee responsible for the facile 
manner in which this conference is being 
conducted, that even a very exhaustive his- 
tory of the fifty years of our existence, given 
at our recent convention, had not included 
therein a very important step undertaken by 
this Association thirty odd years ago, and 
which was doubtless responsible for an ex- 
isting condition today, of which many young 
men and young women of this country are 
the direct beneficiaries. Mr. Jones told me 
that a committee from the American Bank- 
ers Association made an exhaustive study of 
financial, commercial and educational institu- 
tions in Europe, and that, as a result, there 
has been established in this country a num- 
ber of such courses in our own educational 
institutions, the greatest of which, perhaps, 
is the one at Harvard, to which Mr. Baker, 
one of the founders of our Association and 
the only surviving one, gave a substantial 
sum only a year or two ago. 

“This probably marks the first endeavor 
toward the promulgation of education, of 
the American Bankers Association. It has 
been followed, of course, by the launching 
of the American Institute of Banking, and 
by the action taken by the Association and 
by the members, individually and separately, 
at the Atlantic City convention, in establish- 
ing a foundation of a half million dollars 
for the purpose of providing scholarships 
to those interested in the studies of banking 
and economics and for the purpose of carry- 
ing on, by the Association itself, a certain 
amount of research work. 


Rechartering the System 


669 WANT to remind you that another 

important mandate for the Associa- 
tion, as expressed by the resolutions of the 
annual convention, is that the bankers of 
this country shall unite in an effort to stand 
for the rechartering of the twelve Federal 
Reserve Banks, whatever may be their dif- 
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ferences of opinion with respect to other 
appeals and amendments of the Federal Re- 
serve Act. We believe that this is a platform 
upon which bankers may stand consistently, 
and also the business interests of the nation, 
and that whether we believe that the Mc- 
Fadden Bill providing for branch banking 
is sound or unsound, or that changes should 
be made we can stand together upon the 
perpetuation for an indeterminate, or for a 
definitely long period of the Federal Re- 
serve Banks.” 


am convinced that through our enthusiam 
to make a record for ourselves in the 
divisions important matters are lost 
by the wayside. I mean by that that we are 
not willing to take up the unfinished work 
of our predecessors and follow it through. 
Surely many worthy ventures are started 
through sections and divisions of the Asso- 
ciation that can not possibly be finished in 
a short space of one year. Therefore, should 
we, who follow these men who are responsi- 
ble for these good things, not be willing to 
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this same class of business. I had some 
correspondence with the Secretary about it, 
and while it was taking place I received a 
wire from Mr. Wells, President of the Asso- 
ciation, showing that the same thing was in 
his mind, so I made it a point to meet Mr. 
Sisson. I have never, on any occasion, had 
easier sailing than to agree with Mr. Sisson, 
that we should come in and have a general 
conference for this kind of work. AI- 
though his Division had years of experience, 
he gave us the right hand of fellowship and 


In the course of an ad- 
dress at the banquet, printed 
elsewhere in this issue of the 
JournaL, James H. Perkins, 
president Farmers Loan & 
Trust Company, New York 
City, evoked applause when 
he stated that the time has 
come when the United States 
must take the leadership of 
the world. 

“There are approximate- 
ly four hundred _ state 
banks in the United States 
that have trust activities,” 
said Grant McPherrin, the 
next speaker. “The State 
Bank Division, which I rep- 
resent as President, takes a 
very keen interest in all fidu- 
ciary matters. However, we 
are not concerning ourselves 
at the present time in a study 
and prosecution of trust mat- 
ters. Now, perhaps, you 
wonder why I make that 
statement. First, because we 
know under the able man- 
agement of Mr. _ Sisson, 
President of the Trust Divi- 
sion, that these trust matters 
are well taken care of; and, 
secondly, because for a quar- 
ter of a century the Trust 
Company Division has de- 
voted successfully its time 
and energy to these trust 
matters. Therefore, I believe 
that our best interests lie in 
following their lead and co- 
operating with them and 
availing ourselves of their 
assistance. In fact, we rec- 
ognize the importance of co- 
operation in every phase of 


A New Chapter in Cooperation 


wad | T (the Joint Conference) not only means a better oppor- 

tunity for the study of such questions as are of common 
interest in this phase of banking endeavor, but, from the 
standpoint of the Association, it means the writing of a 
new chapter in cooperation. And it may mean, and we hope 
it will, that other opportunities will be found for greater co- 
operation among the outstanding activities of our Associa- 
tion.””—Oscar WELLS, President, American Bankers Asso- 
ciation. 


6“ E believe our best interests and greatest gain lie in 

cooperating with and following the lead of the Trust 
Company Division and availing ourselves of its assistance. 
We realize the importance of closer cooperation between all 
phases of Association work and the climination of duplicat- 
ed efforts. The officers and members of the State Bank 
Division are heartily in accord with this idea.”’—Grant Mc- 
PHERRIN, President, State Bank Division. 


6sFOR two years the National Bank Division held its own 
_~ _ conferences but when we expressed a wish to meet 
jointly with the Trust Company Division, Mr. Sisson wel- 


comed us in. We want to consolidate for the best interests 
of the Association and of all banks. This meeting is a fore- 
runner of greater consolidation in the work we are all trying 
to accomplish.’-—W. C. Witxkinson, President, National 
Bank Division. 


“eT T was an ideal of many of us, for years, that the day 

would come when we might work more closely to- 
gether. This meeting means that we are going to move for- 
ward. It marks a most important step in Association prog- 
ress.’—Francis H. Sisson, President, Trust Company 
Division. 


was glad that we had come 
in with them and took us in 
on the same plane and under 
the same conditions that they 
were in the organization. 

“T want to thank Mr. Sis- 
son for his liberality in being 
willing to surrender a good 
part of the rights they had 
exercised alone in order to 
consolidate the interests of 
the Association for the best 
interests of all the banks 
therein. 

“T believe that this meet- 
ing today will be the fore- 
runner of much more work 
in the future in the consoli- 
dation of work that we are 
now trying to do indepen- 
dently. I believe that this 
work that has been started 
by these three Divisions — 
harmony in fiduciary work— 
will be the means of bring- 
ing other work closer togeth- 
er and unifying the Asso- 
ciation more as an American 
Bankers Association, more 
than an Association would 
with four Divisions. even 
more than at present.” 


Bankers’ Problems 
Require Unity 
of Action 


BELIEVE the 

economic and financial 
problems which we face as 
bankers require unity of ac- 
tion and common understand- 
ing,” said Francis H. Sis- 
on, President of the Trust 


the American Bankers Asso- 
ciation work, and so far as 
is possible the elimination of 
duplication of effort. 

“T was greatly pleased at the opening of 
the Convention to hear Mr. Wells stress 
the importance of cooperation, and it greatly 
pleases me today to see a few of our public 
men, high up in authority in our nation’s 
business, advocating the elimination of waste 
caused by duplication. I think that is 
proper and I wish and hope that more of 
our public men will take that view of it. 
I am sure that I am safe in saying that 
every member of the State Bank Division 
of the American Bankers Association is 
heartily in accord with this idea: 

“Now, there are two points that I would 
like to make perfectly clear at this time. 
First, the more I see of the work of the 
American Bankers Association, the more I 


take up this unfinished work and follow it 
through to a successful conclusion? And, 
secondly, the State Bank Division stands and 
is enthusiastic for a program of cooperation 
of every section and division of the Associa- 
tion work, and so far as possible, the elim- 
ination of duplications. In other words, we 
believe that the rigid practice of this method 
will mean greater efficiency and the high- 
est type of service for every member of the 
American Bankers Association.” 

“For the last two years,” said W. 
C. Wilkinson, president of the National 
Bank Division, “the Division has held its 
conferences independently of the Trust Com- 
pany Division. It was my desire upon my 
election to cooperate with the Trust Com- 
pany Division and the other divisions doing 


Company Division. “It has 

been illustrated again and 

again in the organized activ- 

ities of the Association, such 
as we have seen this last year in the tax 
program and other important matters in leg- 
islation. I feel this does mark an important 
step in progress, and I was very proud, to- 
night, as a New Yorker, to have this 
splendid message brought to us by a New 
York banker. As one brought up in the Mis- 
sissippi Valley, perhaps, I feel that more 
keenly. I feel that it is most important that 
we not only understand each other as divi- 
sions of the American Bankers Association, 
but that we understand each other as repre- 
sentatives of different sections of the 
country. 

“New York has become the financial cap- 
ital of the world and it is most important 
that the people of the West understand it, and 

(Continued on page 519) 
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BOARD of. seven 
trustees will direct 
the American Bank- 
ers Association Edu- 

cational Foundation. 

John H. Puelicher, for many 
years a leader in the general 
educational activities of the As- 
sociation, has been designated 
as Chairman of the Foundation 
by the Administrative Com- 
mittee of the American Bank- 
ers Association. 

Mr. Puelicher served as head of the 


American Bankers Association during the 


year 1922-23 and is the present chairman 
of its Public Educational Commission. He 
was one of the original founders of the 
American Institute of Banking and has been 
one of the outstanding figures among Amer- 
ican bankers in educational work. He was 
at one time chairman of the Milwaukee 
School Board, is trustee of Marquette Uni- 
versity Medical School and the Milwaukee- 
Downer College and has been identified with 
many civic welfare projects. He is presi- 
dent of the Marshall & Ilsley Bank, of 
Milwaukee, Wis. 


HE other trustees appointed by the 

committee are: Leonard P. Ayres, 
vice-president, Cleveland Trust Company, 
Cleveland, Ohio; Dr. Stephen I. Miller, 
Educational Director American Institute of 
Banking, New York; Lewis E. Pierson, 
chairman of the board Irving Bank-Colum- 
bia Trust Company, New York; George E. 
Roberts, vice-president, National City Bank, 
New York; Francis H. Sisson, vice-presi- 
dent, Guaranty Trust Company, New York, 
and Evans Woollen, president, Fletcher 
Savings & Trust Company, Indianapolis, 
Indiana. W. Espey Albig, Deputy Manager, 
American Bankers Association, New York 
City, has been appointed secretary. 

At the Atlantic City convention of the 
Association held last October, the sum of 
$500,000 was pledged by the bankers for 
the use of the foundation in providing for 
scholarships and research in economics in 
colleges and universities throughout the 
country. Bankers in every state contributed 
to the Foundation. 

Lewis E. Pierson, a former President of 


John H. Puelicher, Chairman of the 
Board of Trustees of the American 
Bankers Association Educational Founda- 
tion appears above surrounded by the 
other six trustees, who will compose the 
Board. They are: Top row, left to right, 
Stephen I. Miller, George E. Rob- 
erts, Lewis E. Pierson and Leonard P. 
Ayres. Bottom row, Francis H. Sisson 
and Evans Woollen. 


the Association, was chairman of the Com- 
mittee that was appointed to devise plans 
to commemorate the fiftieth anniversary of 
the organization. It proposed as a fitting 
means of celebrating the half-century of 
organization the establishment of a founda- 
tion having as its purpose the spreading of 


sound and logical economic facts through. 


the education of college students. Mr. 
Pierson continues as head of the committee 
in charge of the collection of the funds, 
which have been subscribed or pledged to 
create the Foundation. 


R. AYRES was formerly director of 

education and statistics for the Russell 
Sage Foundation and is now vice president 
and economist of the Cleveland Trust Com- 
pany. Mr. Miller has charge of the edu- 
cational work of the American Institute of 
Banking and was formerly dean of the 
College of Business Administration of the 
University of Washington. Mr. Roberts is 
one of the most widely known bank econ- 
omists in the United States and was for- 
merly Director of the Mint. He is the 
author of a number of books on banking 
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and economics. Mr. Sisson, 
who is president of the Trust 
Company Division, is the for- 
mer Chairman of the Public 
Relations Commission and has 
been actively identified with 
this phase of the Association’s 
work. Mr. Woollen is chairman 
of the Economic Policy Com- 
mission and was the founder 
of the Indianapolis Foundation, 
one of the early community 
trusts. 

The board of trustees is empowered to de- 
cide how the funds of the Foundation shall 
be used in promoting this educational move- 
ment. 

It is expected that the raising and collec- 
tion of the funds for the foundation will be 
completed within the next two or three 
months or, in any event, before the next 
Spring Meeting of the Executive Council 
although Chairman Puelicher has indicated 
that the foundation will not be available for 
scholarships for a year or so after the 
completion of the fund. 


HE work of the trustees in the mean- 
time will be to investigate scholastic 
standings of institutions and kinds of scholar- 
ships in order that they may recommend 
the practical working out of the foundation. 
The scholarships and the research work 
that are to be set up under the foundation 
will concern themselves with banking and 
economics primarily, the Chairman has made 
clear. 

“Looking forward to the future banking 
needs of this country, we see the necessity 
for highly trained leadership and we are 
preparing to meet that need,” Mr. Puelicher 
states. ‘We have before us the whole in- 
vestigation of scholarships and colleges to 
determine where to establish these and upon 
what basis. The foundation does not be- 
come fully effective until 1928, so we shall 
attempt, in the meantime, to find out what 
are the best practices and the best methods. 

“A fine group of men has been appointed 
to work with me, and we sincerely hope to 
make this an outstanding piece of educational 
endeavor.” 


Trustees Named for Foundation 
‘ | | | 
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The A. B. A. Interim Policies 


Administrative Committee Holds Its December Meeting in St. 
Louis. More Severe Penalties for Bank Robbers Urged. Orders 


an Investigation of Installment Buying. 


Special Committee to 


Confer with National Tax Association on Bank Taxation. 


MONG the many matters considered 
by the Administrative Committee 
of the American Bankers Associa- 
tion at its winter meeting held 

December 10 in St. Louis were more severe 
penalties for robbery; the economic effect 
of installment buying, and the rechartering 
of the Federal Reserve System. 

Among those who attended the meeting 
were Oscar Wells, president First National 
Bank, Birmingham, Ala., and the Presiderit 
of the Association; Joshua Evans, Jr., 
executive vice president District National 
Bank, Washington, D. C.; Harry J. Haas, 
vice president First National Bank, Phiia- 
delphia, Pa.; F. M. Law, vice president 
First National Bank, Houston, Tex.; Grant 
McPherrin, president Central State: Bank, 
Des Moines, Iowa; Thomas R. Preston, 
president Hamilton National Bank, Chat- 
tanooga, Tenn.; Francis H. Sisson, vice 
president Guaranty Trust Company, New 
York City; Melvin A. Traylor, president 
First Trust and Savings Bank, Chicago; 
W. T. Triplett, vice president Spokane and 
Eastern Trust Company, Spokane, Wash.; 
Thomas F. Wallace, treasurer Farmers and 
Mechanics Savings Bank, Minneapolis, 
Minn.; W. C. Wilkinson, president Mer- 
chants and Farmers National Bank, Char- 
lotte, N. C.; John H. Puelicher, president 
Marshall & Ilsley Bank, Milwaukee, Wis.; 
Marvin E. Holderness, vice president First 
National Bank, St. Louis, Mo.; Burton M. 
Smith, president Bank of North Lake, 
North Lake, Wis.; Evans Woollen, president 
Fletcher Savings & Trust Co., Indianapolis, 
Ind.; Bruce Baird, vice president New Or- 
leans Bank & Trust Co., New Orleans, La.; 
John R. Downing, vice president Citizens 
Union National Bank, Louisville, Ky.; Eu- 
gene P. Gum, secretary Oklahoma Bankers 
Association, Oklahoma City, Okla.; F. N. 
Shepherd, Executive Manager; T. B. Paton, 
General Counsel, and W. G. Fitzwilson, Sec- 
retary and Assistant Treasurer. 


Drive Against Crime 


XECUTIVE MANAGER SHEPHERD 

presented a report, prepared by James 
E. Baum, Deputy Manager in charge of the 
Association’s protective activities which 
showed that in contrast to reports indicating 
an increasing volume of crime against busi- 
ness -in general there has been a distinct 
reduction in attacks against members of the 
American Bankers Association. The report 
pointed out that, while in certain places and 
sections conditions fully warranted the use 
of drastic vigilante methods to combat crimes 
of violence against banks, these conditions 
were limited in extent. Taking the country 
as a whole, he said, marked betterment is 
to be noted among the banks who are mem- 
bers of the Association, of which there are 


about 22,000 out of the 29,000 banks in the 
country. Non-member banks, on the other 
hand, he declared, have suffered during the 
past year more than any time since 1923. 

As indicating the extra pressure which the 
nationally organized banking forces are put- 
ting on their drive against crime he stated 
that, whereas last year the Protective De- 
partment brought about 312 arrests of which 
186 resulted in conviction and imprisonment, 
this year it had caused 504 arrests with 308 
convictions and imprisonments to date. Also 
in the year ended August 31, 1925, there 
were 981 crimes of all classes against mem- 
ber banks reported to the Association and 
investigated by its agents. Investigations 
of 540 of these cases, or 56 per cent, were 
successfully closed, in the majority of cases 
through arrest or location of the criminals 
by the Association’s agents. In the cor- 
responding period of the year before, 1522 
cases wete reported, of which 760, or 50 
per cent were closed. Mr. Baum’s report 
said: 

“These figures show both that fewer cases 
were reported this year and that a higher 
percentage of them were successfully inves- 
tigated by our agents and closed. This is a 
distinct advance in our work. 

“With the exception of the year 1923, the 
past year shows the lowest number of crimes 
of violence against members of the Ameri- 
can Bankers Association since the current 
wave of crime began in 1920, and shows a 
distinct improvement over 1921, the peak 
year of bank robbery. This is in favorable 
contrast with the situation of non-members 
of the Association, which experienced the 
greatest number of burglaries and holdup 
robberies in any year but one, that is 1923, 
during the same period. 


Improved Conditions for 
Member Banks 


669.N comparison with the increased num- 
ber of crimes reported as experienced 
in other lines of business, the Association’s 
records clearly reflect a distinct trend toward 
improvement in the situation insofar as its 
member banks are concerned. Through its 
Protective Department, the Association in- 
vestigates crimes perpetrated against mem- 
ber banks under regulations which aim at 
the prevention of crime, as contrasted with 
the slower, costlier and more doubtful re- 
sults of detection. This service, which has 
been open to all members for more than 
twenty-five years, resulted this year in the 
arrests of 504 criminals, 308 of whom have 
already been convicted and imprisoned, as 
against 312 arrests and 186 imprisonments 
last year. 
“The losses suffered by member banks 
through forgery and other paper operations 
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have also been materially reduced until they 
are now less than one-half the number and 
amount of losses reported two years ago.” 

As showing the difference in the number 
of attacks on member and non-member 
banks Mr. Baum cited the following com- 
parisons in respect to crimes of violence, 
including burglaries and holdups, and the 
reported losses resulting : 


Members Non-members 


(complete) (incomplete) 
Crimes Losses Crimes Losses 
26 $895,377 93 $329,120 
531,338 172 623,632 
444,385 98 191,948 
960,332 115 378,652 
1925 1,005,707 122 915,463 


Totals 1,104 $3,837,139 600 $2,438,815 


“The significance of these figures,” the 
report continued, “is that whereas there are 
three times as many member as non-member 
banks, the number of attacks on the mem- 
bers was less than twice those of non-mem- 
bers, considering the totals for the five-year 
period. Also while non-member banks are 
about 32 per cent of member banks their 
total losses are over 63 per cent of those 
suffered by member banks. Over the five- 
year period the general trend in the number 
of attacks on members has been downward, 
while for non-members the trend hds been 
upward. 

“Even more marked is the result of the 
comparison for 1925. In this year the mem- 
ber banks suffered losses of $1,005,707, but 
the non-member banks, which number only 
one-third the members, suffered losses of 
$915,463. This is only $90,244 less than the 
losses of members, or about 9 per cent. 
Also in this year it is to be noted that, 
while attacks on members dropped to 201 
as compared with 225 in 1924, reported at- 
tacks on non-members increased, there being 
115 in 1924 and 122 in 1925. It should he 
added that fairly complete reports of attacks 
and losses for members are obtained, but 
the figures are very incomplete for non- 
members.” 

By unanimous vote the Committee de- 
clared that “we favor the enactment in 
every state of a law imposing severe penal- 
ties for robbery when the life of a person 
is endangered, and that the matter of fixing 
adequate penalties, whether they be from 
fifty years to life imprisonment, or whether 
they should not exceed twenty-five years, 
be left to the general counsel for determi- 
nation, after investigation, and that a bill 
be drafted by him and urged by the Com- 
mittee on State Legislation.” 


Year 
1921 

1922 
1923 
1924 


Tax Amendments 


A JOINT report of the Special Commit- 
tee on Taxation and the Committee on 
State Taxation was approved and President 
Wells appointed a committee of five to con- 
(Continued on page 520) | 
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ing Estates Produce Income 


By JOHN C. MECHEM 


Vice-President, First Trust and Savings Bank, Chicago 


Bank’s Physical Machinery Should be Set Up So Senior Officers 


Can Supervise Investments Without Lost Motion. 
clude Some Taxable Securities Among Investments. 


Well to In- 
How to 


Manage a Concern in Which Testator Has Controlling Interest. 


OME of the major difficulties in the 
proper management of estates are: 

1. The maintenance of an imme- 

diately available market record of 

every security in every trust, together with 

an equally available and complete history 
of the concern which issued the security. 

2. To set up such a physical machinery for 
the expeditious investment of trust funds 
that it is within the physical capacity of the 
senior officers of the institution to personally 
direct the investments. 

3. To be assured that 
made are not forgotten. 

4. The retention of securities which orig- 
inally come to the trustee as part of the 
trust estate, but which are not strictly trust 
investments. 

5. The disposition of securities of a con- 
cern either approaching or having arrived 
at the point of receivership. 

6. The disposition of securities in a closely 
held corporation where there is no public 
market for the securities. 

7. The management of a concern in which 
the testator owned a substantial or control- 
ling interest and in which he was active in 
the management of the business. 


investments once 


Checking Security Values 


E will assume that our trust depart- 

ment has a statistical division, large 
or small, depending upon the volume of busi- 
ness, which gives its entire attention to the 
care of the securities entrusted to the de- 
partment. Each security should be listed 
on a separate card in a visible file index. 
On the card, in addition to the name of the 
security, should be the rate of interest, or 
dividend, the location of the principal mar- 
ket and a current record of the market 
price. If it is a listed security, the market 
should be checked and entered on the card 
at least weekly. If it is an unlisted security, 
the market should be checked and entered 
at such periodic intervals as are practical 
under the particular circumstances. There 
is thus, readily available, a record of the 
market from the date at which the security 
came into the bank up to the present 
moment. 

No sudden fluctuation or general price 
trend can take place without its being dis- 
covered. In support of this card should be 
a separate folder for each security in which 
is kept a complete record of the corporation, 
its balance sheets and earning statements 
together with all items of interest appear- 
ing from time to time in any financial pub- 
lication regarding the company. Here then 
is a complete picture ready, not only for the 
use of the officers of the bank, but for any 
beneficiary who at any time comes in to in- 
quire about the status of the investments in 


a trust. I know of no one thing which so 
impresses and pleases our clients as this. 

As trust funds grow in volume, the 
mere time and physical effort involved in 
their investment becomes tremendous and by 
the same token the responsibility of the 
bank increases in corresponding proportions. 
It is therefore, of the first importance to 
have the physical machinery so set up that 
the senior officers entrusted with the respon- 
sibility for investments can accomplish their 
work within the shortest possible time con- 
sistent with the importance of the duty. 

It is not sufficient in my judgment to 
have investments handled by one officer, be 
be trained bond man, or trained statistician. 
The judgment of the senior officers of the 
bank, who are in personal touch with busi- 
ness affairs—and with current business 
information, is needed. If it is to be ob- 
tained—and they are to have time to do any- 
thing else—the system must be geared up 
to the point where it can be done with the 
very least possible effort. 

We will assume, therefore, that this work 
is performed by an investment committee. 
With us, such a committee is appointed by 
the board of directors and consists of the 
senior officers of the trust department, the 
senior officer of the bond department and a 
statistician. The further and subsequent 
review of the investments by a committee 
of the board of directors is a matter which 
we are not concerned with now. 


Information for the Committee 


Our committee meets bi-monthly, and be- 
fore its meeting, the statistical department 
has prepared and has ready for presenta- 
tion the following information about each 
trust in which there are funds _ for 
investment : 


a. An analysis of the securities already in the 
trust showing—first, the proportion of the estate in 
stocks, in bonds, in notes, and in real estate mort- 
gages, and then a subdivision of each class—the 
amount in industrial bonds, in public utility bonds, 
in municipal bonds, in industrial stocks, in bank 
stocks, in railroad stocks, etc. 

b. An extract from the powers of investment in 
the instrument creating the trust showing whether 
the investment is statutory, discretionary, or specific. 

c. Whether it is necessary to have the approval 
of any one else—such as a co-trustee, the creator 
of the trust, a designated investment advisor, etc. 

d. The distribution of the income showing the 
exact amount going to each beneficiary plus the 
amount of such beneficiaries’ income from sources 
other than the trust. 

e. The income tax rate which each beneficiary 
would be subject to if the investment is made in 
taxable securities—and the per cent of income that 
will be taken by state personal property taxes. 

f. A computation of the amount of income which 
it is necessary to obtain from a taxable security in 
order to make it preferable to a tax exempt. 

g. A list of the last purchase made for the par- 
ticular trust. 

h. A preliminar: 


recommendation as to the class 
of security most 


esirable under all the above con- 
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ditions—tax exempt, semi-tax exempt, bond or real 
estate mortgage. 

i. A list of available securities in each particular 
class which have theretofore been investigated and 
approved together with the day’s market on each. 

With such information before them, the action of 
the committee should be speedy and efficient. 

I wish to stress principally: 1. The ne- 
cessity of obtaining information as to the 
income of the beneficiaries from sources 
other than the trust; 2. That in any estate 
no matter how large, there is a certain 
proportion of the income which can advan- 
tageously come from taxable securities; 
3. The careful building up of an ever in- 
creasing list of securities which have been 
thoroughly investigated and found suitable 
for trust investment, so that when invest- 
ments are to be made you can immediately 
put the money in securities already approved 
without taking the time in each particular 
case to investigate new or therefore unknown 
issues. 


Detecting Failing Securities 


Tt next problem is to see that these 
investments once so carefully made are 
not allowed to lie neglected and unreviewed 
until changes in the general economic sit- 
uation or in the condition of the particular 
company have caused them to become un- 
suitable for the trust. There is the place, 
in my judgment, where trust companies are 
most vulnerable of attack. We have all seen 
securities held long after they should have 
been disposed of. We have known of cases 
where a railroad preferred was held from 
125 down to 28 without the securities even 
being dusted off. 

The only method of safeguarding this is 
by a periodic review of the securities in a 
trust, irrespective of whether or not there 
are funds then available for investment. 
With us as soon as a trust is received, a 
complete analysis of the securities is made 
on forms especially devised for the pur- 
pose. First of all, a general summary of 
the trust showing the amount and value of 
securities of every class, together with the 
complete story as to the number of bene- 
ficiaries, their respective incomes, the tax 
problems involved, etc. Attached to this is 
a complete analysis of every security. This 
is made up by the statistical division. The 
trust is reviewed at the next meeting of the 
investment committee and the initial de- 
termination is made as to what securities 
shall be kept and what disposed of. That 
trust then takes its place on the list with 
previously existing trusts and is periodically 
re-analyzed by the statistical division and 
periodically reviewed by the investment 
committee irrespective of whether or not 
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there are funds available for investment. 

The investment committee at its meetings 
first disposes of the funds available for 
investment and then takes up the re-analysis 
of other trusts in the order in which they 
were established. By this method of con- 
stant rotation, together with constant check- 
ing of the markets between reviews it is 
possible to be reasonably assured that in- 
vestments once made or approved for re- 
tention, are not kept in the trust longer 
than the circumstances justify. 


The “Cats and Dogs” 


ROBLEMS arise in the actual disposi- 

tion of the securities themselves and first 
vf all in the disposition of securities which 
come to the trustee with the trust, but which 
are not properly speaking trust investments. 
Some of these will be merely “cats and 
dogs” which must be disposed of in the 
best way available Some of them, however, 
will be sound preferred stocks and invest- 
ment common stocks which deserve more 
serious consideration. 

It is our practice in making new invest- 
ments to buy only domestic and foreign 
government and municipal bonds, joint 
stock and Federal Land Bank bonds, real 
estate mortgages and first mortgage indus- 
trial, railway and public utility bonds of a 
character suitable for trust investment. As- 
suming an estate of a size where tax free 
investments are not necessary, we get a 
6 per cent return on our real estate mort- 
gages and a 5 to a 5.50 per cent return on 
bonds, or an average yield of 5.65. Asa 
practical matter why not sweeten the yield 
by retaining in the estate a proportion of 
such stocks—let us say a total of not more 
than 25 per cent of the estate. And bear in 
mind that in figuring such stocks considera- 
tion must be given to not only the current 
yield, but the appreciation in value by rights, 
stock dividends, and otherwise, over a period 
of years. 


A Perplexing Question 


HEN there is the problem of disposing 

of securities in a concern, which is 
either actually in receivership, or publicly 
known to be in serious difficulties. Obviously 
upon the initial review made when the trust 
is established if securities are found sub- 
stantially depreciated in value owing to 
the difficulties in which the particular con- 
cern finds itself, it becomes the very difficult 
duty of the investment officers to determine 
whether it is wise to retain those securities 
in the hope that the market will improve, 
or whether it is best to sell them and take 
a substantial loss. It is easy enough to say 
that a 5% per cent bond of a large indus- 
trial concern which at the time it is re- 
ceived is selling around 50 is not a suitable 
trust investment, and therefore, to give in- 
structions to have it sold, but to do so 
is to evade the responsibility which the trust 
company holds itself out as being ready to 
assume. 

It is not my province to discuss the legal 
liability of the trustee, if it elects to hold 
such securities and they subsequently depre- 
ciate in value. As a practical matter, I con- 
ceive it to be the obligation of the trustee to 
make a thorough investigation of the situa- 
tion in the particular industry and in the 
condition of the particular company, and de- 
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termine from all the information thus avail- 
able whether it is wise for the best interests 
of the trust to dispose of those securities 
or to hold them in the hope and expectation 
of improved conditions in the affairs of the 
company which will be reflected in the value 
of the securities. I appreciate that it is not 
the function of the trustee to gamble in 
securities, but I believe it to be the duty 
of the trustee to exercise a sound business 
judgment. 

The more difficult problem and the one 
which I now have particularly in mind is 
presented when the concern is in such finan- 
cial straits that a liquidation or reorgan- 
ization is inevitable. Is the trustee to in- 
sist upon a liquidation, to accept scaled down 
securities in accordance with a reorganiza- 
tion plan proposed, or is it to attempt or 
work out and put through a _ reorganiza- 
tion plan more favorable to the particular 
securities which it holds? Again the trustee 
must exercise the same business judgment. 
It is our practice, not only in cases of this 
kind, but in cases where a new financial 
structure is proposed for prosperous cor- 
porations to, if possible, refrain from tak- 
ing any affirmative position on the proposal 
to decline to vote our securities, but to al- 
low the other security holders to prepare 
and vote a plan, leaving us in the position 
of accepting or declining to participate in 
the plan as presented. 


A More Difficult Situation 


MORE difficult situation arises where 

the trustee is either in control of the 
situation, or owns such a substantial portion 
of the securities that affirmative action on its 
part is necessary if anything is to be done. 
I have in mind a situation where we received 
a majority of the bonds of a traction com- 
pany which while not in the hands of a 
receiver as yet, is in default on its last 
bond interest. Affirmative action in such a 
case is not a duty which the trustee would 
court, but on the other hand, is one which 
it cannot avoid. It has become our duty 
in this case to organize and head a bond- 
holders protective committee, to cause in- 
dependent appraisals and reports to be made 
of the road, and to decide the question as 
to whether or not to continue to operate, 
liquidate, or sell—and unfortunately the last 
mentioned solution does not seem to be pos- 
sible. I again leave to someone else the de- 
termination of the question of the legal lia- 
bility of the trustee in the event that it 
makes an erroneous decision. I can only say 
that as a practical matter it is a problem 
which the trustee must face frankly and 
decide on the strength of its own best judg- 
ment. 

We have also been faced in situations of 
this kind with the problem as to whether the 
trustee should make a further investment 
in the company, it being freely admitted 
that such investment is not in itself a proper 
trust investment, but is justifiable if at all 
on the ground of saving the investment al- 
ready made. Again I know of no principal 
to guide the trustee other than its best 
business judgment, but in such a case the 
presumption is against such action, al- 
though there are circumstances where it 
must be done and where we have done so. 
In this day and age if a trustee is to fulfill 
its proper obligations it cannot, in such cases 


as those, take the safe, narrow and easy 
course, but must exercise and follow a 
sound business judgment whatever may be 
the liabilities incurred thereby. 


Selling Closely Held Stock 


ANY an estate comes to the trustee 

with securities, usually stocks, of a 
closely held corporation, where there is no 
public market. In certain cases the other 
stockholders are in a position to take over 
the stock at a reasonable value. Unfortunately, 
in many cases, no purchaser of that kind can 
be found, and other devices have to be re- 
sorted to. I will mention two or three typi- 
cal cases. I have in mind a situation where 
we inherited a very substantial block of 
stock in a large and very successful con- 
cern. Its stock, however, had been closely 
held, its earnings were carefully concealed, 
and the existing stockholders had in the 
past been able and were now inclined to 
acquire the stock at what was obviously a 
very great sacrifice. 

It was necessary for us in this case to 
consciously sacrifice an initial block of the 
stock in order to create a market which 
would enable us to obtain anything like a 
fair value for the balance. We sold the 
initial block to selected persons not pre- 
viously interested in the company, and over 
a period of time have actually been able to 
increase the interest in the stock to such 
an extent that we have disposed of an ad- 
ditional portion at an adequate price and 
are in a position at any time that we desire 
to dispose of the balance of our holdings on 
an equally advantageous basis. 

I recall another situation of very much 
the same kind, where our holdings were so 
substantial that it seemed necessary for us 
to arrange with brokers to take them over 
as a block and make a public offering. Upon 
taking the matter up with the company, it 
was found that such a plan would not meet 
with their approval, and we were able to 
arrange with them for an entire refinancing 
program by which our preferred stock was 
retired and an active market created which 
will enable us to work out of our holdings 
in the junior security. 

We have a rather interesting case where 
we inherited a substantial, although less 
than majority interest in a small publishing 
company with a dozen or fifteen stockhold- 
ers. The holder of the largest interest was 
financially unable to take it over, and it was 
impossible for us to find any outsider who 
was willing to come into the picture. For- 
tunately, the corporation itself owned some 
real estate which could be liquidated. We 
financed the holder of the largest interest 
in acquiring all other outstanding stock, 
so that he and ourselves owned it all. The 
corporation then sold the building, took 
back a long time lease, and with the pro- 
ceeds of the sale retired our stock, leaving 
the previous minority holder in complete 
ownership. 


Managing a Business 


HAT seems to me the most important 
and most difficult problem which the 
modern trust company has to face is the 
management of a concern in which the 
testator owned a controlling interest, and 
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The Care and Investment of 
Trust Funds 


By WILLIAM J. STEVENSON 


Vice-President, Minneapolis Trust Company, Minneapolis, Minn. 


Careful Marshalling of Facts, Both as to the Investments and 


the Needs of the Beneficiaries, Should Be First Step. 


Over- 


stress on Safety Leads to Popular Belief that Substantial Field 
Is Overlooked. Composite Judgment Is the Best Argument. 


HE care and investment of trust 

funds embrace by far the most im- 

portant duties or functions of the 

trustee. The investment of the fund, 
and the subsequent care of the investment, 
should have the combined consideration and 
judgment of the best and must experienced 
officers in the institution. There should be 
no “purchasing agent” plan about so im- 
portant a matter. It calls for a careful 
gathering and marshalling of facts, both as 
to the investment and as to the needs of 
the beneficiaries. No officer should feel 
himself above applying his best thought and 
deliberate judgment to the task. 

An investment committee composed of 
active officers, both senior and junior, should 
make the purchases for the various accounts. 
No trust officer alone should be required 
or permitted to do such important buying. 
One of the outstanding advantages of em- 
ploying a corporate fiduciary—and one which 
we stress so often in our advertising—is 
that we furnish composite judgment and 
accumulated wisdom and experience. No 
where is such team work so important as 
in the making of investments. All this may 
seem rather trite but perhaps if careful in- 
vestigation is made, it will be found that 
a considerable amount of investments are 
purchased for trusts by a single individual 
or at least on the knowledge and judgment 
of one person. 


Importance Not Appreciated 


RECENT study of the by-laws of a 

number of the important trust companies 
in the middle west shows a surprising lack of 
appreciation of the importance of this sub- 
ject from the standpoint of obtaining 
the best service, and also the proper dele- 
gating- of authority to a committee so as 
to make the judgment, the discretion, and 
the action, those of the corporation, and 
not those of the individual or of an in- 
formal committee or self-appointed group. 
It may save a corporate trustee more than 
embarrassment if when questioned in court 
as to an investment that has resulted in a 
loss, it is able to show by a comprehensive 
by-law and a record of group action that 
it was the corporation that chose it—acting 
through a properly constituted committee— 
or a group of officers fully empowered. It 
may be wise also to have the selections 
made by such committee of officers ap- 
proved by a committee of the board. 


In making investments there are three 
fundamental requirements to  consider— 
safety, yield and marketability. There is a 
popular notion, based largely on ignorance 
and prejudice, that corporate trustees are 
inclined to stress the importance of safety 
to the point of overlooking the necessity of 
yield. Anyone who has been a trust officer 
knows how baseless is this criticism. 

The well known primary rule of equity 
is that the trustee is bound to use the highest 
degree of good faith and the discretion of 
a reasonably prudent man. And the second 
rule is that he should obtain the highest 
income return which is consistent with the 
safety of the principal. Safety and yield 
must be in practical balance. 

Like all other rules, the difficulty is in 
the application. The trustee has three 
sources of guidance; the trust instruments, 
the statutes and the court of equity. There 
is an inclination ordinarily to forget the 
last one. ° The maker of the trust always 
has the right, as an incident to his owner- 
ship, to specify in what kind of property 
or class of securities the fund is to be 
invested. His directions are the law of the 
trust. 


As to “Legal” Investments 


HEN comes the question—why do we 

have the statute concerning investments ? 
The answer contains a wide divergence of 
opinion with many shades of distinction. On 
the one hand the practicing attorney of the 
old school claims a sort of sanctity for the 
list of what he misnames “legal invest- 
ments.” All others are to him illegal, and 
prohibited. The other extreme is the theory 
that the statutory list was made to guide 
the trustee when the maker of the trust 
had failed to specify the class of invest- 
ments wanted. Such failure might be due 
to his inability to decide upon the kind of 
investments that it would be wise to pur- 
chase or from his assuming that the trustee 
of his choice would know what was best, 
or perchance from the fact that both he and 
his lawver who drew the document forgot 
about that phase of administration, and the 
wisdom of mentioning reinvestments. The 
latter view of the statute seems the sounder 
reason. 

There is nothing illegal or unconscionable 
in having the settlor either set up his own 
list of investments or specifically authorize 
the trustee to use his own judgment in mak- 
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ing the selections from all available classes. 

It is important to have the statutory list, 
not only for the cases above mentioned when 
the maker is unable to make his own list 
or when he or his lawyer forgets to men- 
tion the subject. It should also cover the 
cases when it is probable that the trust will 
last a long time, and therefore that the rel- 
ative merits of classes of securities are likely 
to undergo a change, and the other cases 
when the trustee is an individual and his 
successor will be someone unknown to. the 
maker. The quality of judgment of the 
successor and the extent of his experience 
are impossible to estimate. 

The tendency in recent years among many 
trust companies is to advise the giving of 
full authority to the corporate fiduciary 
and to avoid the limitations of the statute. 
This seems to be the wise and sensible 
course. The corporate fiduciary, jealous 
of its reputation, eager to increase the good 
will and friendship of its customers, keenly 
alive to the tremendous moral responsibili- 
ties of its stewardship, with its facilities for 
obtaining and analyzing facts, and its rapidly 
accumulating experience in the investment 
field is at once the best authority as to 
what to buy, and at the same time worthy 
of being the most trusted as to the char- 
acter of its “good faith.” 


Must Modernize Ideas 


trust officers and many lawyers 
still argue, however, that the statutory 
list is as near an approach to absolute safety 
as can be obtained and that it represents 
the “accumulated wisdom of the ages.” 
There are so many answers to this fallacy 
that it is hard to choose the best. Read 
a few of the statutes outside of your own 
state and discover that “wisdom” as there 
expressed seems to be of as many different 
brands as there are separate states. There 
is an utter lack of uniformity. There is no 
sound underlying principle common to all 
of them or even to a majority of them. 
What is so called “legal” in Iowa is not to 
be found in the list in Missouri. What ‘s 
included in the statutory list in Illinois -is 
missing in the Wisconsin code. Surely the 
wisdom of man in presumably the same 
stage of civilized development, cannot be so 
materially different on the opposite side 
of imaginary lines called state boundaries. 

Consider for a moment the statute of my 
own state, Minnesota. It was enacted about 
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forty years ago and has been amended only 
three or four times since then. One of 
those amendments inserted first mortgages 
on lands in Montana—improved or unim- 
proved. That amendment is still in force. 
In Minnesota we can buy as “authorized in- 
vestments” the bonds of any railroad, or the 
successor of any railroad that has received 
a land grant from the government, if se- 
cured by a first lien on the railroad. There 
are no other restrictions. Yet we cannot 
buy the bonds of the Dominion of Canada, 
or any of the provinces, nor can we buy 
any public utility bonds that ever were 
issued. Is all of that consummate wisdom? 

There is one more feature of our statute 
that may indicate the legislative wisdom, or 
lack of it. There is no statute relating to 
trust investments if the trustee is an in- 
dividual. He can buy anything that falls 
within the equity rule as interpreted by our 
own courts. Doubtless all trust officers can 
find as much in their own statutes to indi- 
cate at least a good ground for disagree- 
ment with the legislative wisdom. Can we 
not say—with all due respect to the mem- 
bers of our respective legislatures—that the 
maker of a trust may better rely upon the 
experience, and the feeling of a real and 
personal responsibility, on the part of the 
officers and committees of the corporate 
fiduciary than on the hurried and more or 
less compromise judgment of the legislature 
of the present or of the future? Corporate 
trustees, in advocating that the settlor limit 
his trust investments to the statutory list 
lend support to the belief of the public, that 
all trusts are limited to a class of invest- 
ments that have a low yield and that the 
trustee is inhibited by legal formalities and 
folderols. 


A Powerful Argument 


HE public is woefully ignorant of the 
fact that in making a trust the maker 
can give the trustee the full and unlimited 
authority to invest, unhampered by the legis- 
lative list. Let us emphasize that right as 
much as possible and our trust business will 
greatly increase and be translated into terms 
of popularity. Furthermore that knowledge 
if thoroughly disseminated, will call atten- 
tion to the necessity of using a corporate 
trustee instead of an individual, and of 
choosing a corporation of experience, sta- 
bility and a volume of business justifying 
the employment of the best talent and the 
most complete trust department organization. 
This is not an argument in favor of a 
repeal of the “authorized securities” statute. 
It has its proper place, but its value or 
potency should not be magnified. The maker 
of the trust should be carefully told about 
the statute, and its purpose, and also about 
his right to specify his own list, or to leave 
the selection to his corporate trustee, either 
with or without the approval of one or more 
adult beneficiaries, or other individual. 
Three sources of authority or direction as 
to investments have been mentioned—the 
statute, the trust instrument, and the court. 
Of course if the investment is directed or 
approved by the court, the trustee’s respon- 
sibility as to the choice ceases. His moral 
responsibility as to the care, and the possible 
changing of the investments, in the interests 
of the trust, is probably but little different 
than if he had bought from an approved 
list but without court order. 
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The courts have no authority ordinarily 
to direct the trustee to disregard the mak- 
er’s instructions, as they are supreme. If 
no such investment is obtainable or if super- 
vening circumstances make it of doubtful 
safety, a court will sometimes direct an- 
other form of security. There is a New 
York case that illustrates this doctrine. The 
trust fund amounted to $2,000 and the trust 
instrument provided that it should be in- 
vested in Florida real estate upon which 
houses were to built for winter tourists, 
and it was desirable to make an investment 
that would yield some income at once for the 
beneficiaries. The court directed the trustee 
to disregard the settlor’s direction and to 
buy farm mortgages as a productive invest- 
ment. It is only fair to the court and to 
Florida to say that the case was decided 
over seventy-five years ago. 

But the chancery rule first mentioned in 
this article—the exercising of “the highest 
degree of good faith and the discretion of 
a reasonably prudent man,” applies invari- 
ably and with equal force whether the trus- 
tee keeps within the statutory list or within 
the directions of the settlor. No responsi- 
bility is escaped by asking the maker to 
have the trustee follow the statute. The 
responsibility is in no way increased by his 
making either his own list or giving unlim- 
ited authority to the trustee. 


Replacing Unauthorized 
Securities 


HERE investments which come into 

the hands of the trustee are of a 
character it would have been improper for 
him to buy, the duty of calling in or of 
retaining must be immediately and seriously 
considered. The proper course to pursue 
has caused the courts much difficulty and 
the decisions are not wholly in harmony. 
Of course, if either the statute or the trust 
instrument permits the retention, this ques- 
tion does not arise. But in such cases in 
the subsequent reviewing of the investments, 
these original properties should receive more 
than ordinary consideration and a caref:l 
marshalling of the facts with reference 
thereto. 

The New York courts have imposed upon 
the trustee the duty of changing unauthor- 
ized investments as soon as possible and have 
held him liable for losses occurring from a 
failure to call in the estate. In one case 
the settlor had exempted the trustee from 
all losses occasioned by holding securities 
purchased by the settlor. The trustee re- 
ceived certain stocks that had been pur- 
chased by the executor. The court held it 
to be the duty of the trustee to ascertain 
whether the securities received by him were 
hought by the testator or by the executor. 
Other courts have been more liberal and 
have stated the rule to be that in the ab- 
sence of any statute or trust instrument 
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direction, or order of court permitting re- 
tention, the trustee is absolved from liability 
if he uses reasonable prudence and good 
faith in retaining the investment. If they 
are so retained, it is a good supplementary 
rule to give them frequent and careful scru- 
tiny and consideration. This is best for 
the trust estate and best for the trustee as 
well. 


That “Reasonable Time” 


BU the middle ground between these two 
extremes seems the most reasonable and 
has met with the approval of eminent courts. 
It has been stated thus: “When a trustee 
finds the estate committed to him already 
invested in interest bearing securities, we are 
not inclined to say that it is his absolute 
duty at once to dispose of them, without re- 
gard to the market, or the demand for them, 
or the ruling price, or the probability of an 
advance in the value. 

It is sufficient to say, however, that or- 
dinarily if a trustee sees fit to continue them 
after he shall have had a reasonable oppor- 
tunity to dispose of them without loss and 
to invest them in those securities which by 
law he is authorized to hold, it must be an 
exceptional case which will justify him in 
the failure to do so, where as a result of 
that failure there has been a loss.” This 
rule brings us face to face with our old 
inscrutable friend—A. Reasonable Time— 
known to all—understood by none but the 
court of last resort which has supplanted 
the “conscience of the King.” 

The second phase of this important duty 
of the trustee, differing but little in impor- 
tance from the making of an investment, is 
the subsequent and continuous supervision 
and the periodical review of the security pur- 
chased. Aside from the particular needs of 
the trust for cash principal, there are two 
situations that may develop—either one of 
which may make it desirable to sell. The in- 
vestment may so increase in value above the 
market value of money, as to indicate the 
advisability of a sale and the taking of a 
profit. Again, either local or general condi- 
tions may indicate the imperilling of prompt 
interest payment, or delay, if not loss, in 
return of principal. Constant vigilance is 
necessary and there is no substitute. 

An indispensable aid is the periodical re- 
view of trust property. The by-laws shou! 
provide for a standing committee of officers 
or directors, or both, whose action when 
properly recorded will have the effect in 
court of showing not only faithful steward- 
ship but corporate decision and action. But 
it is an easier task to build the machine than 
it is to keep it in motion at the right speed 
and with a satisfactory product. In this 
matter of review and supervision, the cor- 
porate trustees are miles ahead of the courts. 
Legal duty seems to require no such action, 
but a high standard of trust service makes 
it as imperative as either statute or court 
decision could do. 

The legal responsibilities of the trustee 
are heavy enough without deliberately add- 
ing to them, so it is probably unwise to 
advertise generally or otherwise promise 
anything definite in the way of “insurance” 
that the system of supervision may yield. 
The work should be done faithfully and 
judiciously but as an incident to trust ser- 
vice and not as a special feature thereof. 
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Mobile Capital Germany’s 


Real Need 


By HANS FUERSTENBERG 


Director of the Hendelsgesellschaft Bank, Berlin 


The Flight of Capital to Other Countries and the Flight 


Toward Real Values. 
Its Own Claims” Against Germany? 


Will Foreign Capital Keep on “Paying 
How the Hoarding of 


Fundings by Public Bodies Reacts Upon Business Generally. 


EFORE the war Germany possessed 

national wealth totalling 350 to 380 

billion marks, of which probably 

one-third was in the shape of 
mobile capital. 

During the war almost the whole incre- 
ment in national wealth was taken for state 
credit—war loans and treasury bills. A 
very considerable part of the money so mob- 
ilized went to German industry for arm- 
ament manufacture purposes. The produc- 
tive mechanism of industry was thereby 
greatly increased. 

After the war we were under unceasing 
pressure to make deliveries in cash and in 
kind abroad. During 
the inflation years 
there was but one 
way to protect in- 
dustrial profits from 
dwindling in value, 
and that was to con- 
vert them into new 
constructions or new 


wares. <A _ so-called 
“flight toward real 
values” began, “real 
values” being the 


antithesis of depre- 
ciating money. In 
comparison with 
this movement the 
“flight of capital” to 
other countries was 
relatively unim- 
portant. One result 
of the “flight to- 
ward values” 
was a further ex- 
pansion in the 
mechanism of pro- 
duction. The other 
result was a com- 
plete disappearance of working capital. 

Capital in general was subjected to almost 
complete expropriation. All former mark 
debts, including those of the state, were 
annihilated. Mobile capital was reduced to 
a mere fraction of its former size. 

For the enormous losses suffered by pri- 
vate individuals through the war the re- 
public of Germany could only in exceptional 
cases pay to its own people fair compensa- 
tion. In doing this, it imposed the con- 
dition that the compensation money should 
be at once invested in new plants, in blast 
furnaces, in ships. In this way the destruc- 


tion of mobile capital was pushed to an 
extreme. 

The only machinery left for the creation 
of new mobile capital was the working 
capacity of the German nation. The task 
was so energetically taken up that faith in 
the reformed currency rapidly spread. But 
unfortunately the results attained were 
small. 

In its need for working capital German 
industry turned abroad, mainly to the United 
States, to England, and to neutral coun- 
tries. From these countries it found help. 
In particular, America’s financial support 
was large. Without American assistance we 


Walchensee Werk, Europe’s Largest Hydraulic Power Plant, one of the numerous 
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should never have put our industry back on 
its legs. But while that is acknowledged, 
it must be made plain that Germany cannot 
feel satisfied with her borrowing from 
abroad. 

In granting long-term credits foreign cap- 
ital almost invariably laid down the condi- 
tion that the money borrowed be put into 
“productive investments.” This condition re- 
sulted in ever more and more renewals, re- 
construction, and expansion; that is, in a 
further demobilization of money. 

The objection to short-term foreign loans 
is obvious. At any moment of economic 
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crisis short-term loans might not be renewed. 
It may be admitted that foreign capital does 
not for a moment think of calling in its 
credits. Interest rates abroad are in part 
very low, and foreign capital finds profitable 
and safe investment in Germany. 

The attitude of Europe and America to 
this question will, however, be governed by 
other grounds than ours. According to the 
Dawes Plan Germany for an indefinite time 
to come has to make annual payments, which 
after a short period of transition, will reach 
2,500 million marks yearly, an enormous 
sum. The task of converting this sum into 
foreign currency lies in the hands of a 
Transfer Commit- 
tee, the condition 
being imposed that 
in the process of 
transfer Germany’s 
new currency shall 
suffer no harm. 

As long, however, 
as Germany’s for- 
eign trade balance 
remains passive the 
Transfer Committee 
will find itself faced 
by a problem that 
cannot be solved— 
unless it is helped 
by further and fur- 
ther foreign loans 
to Germans. The 
dollar and_ sterling 
yields of such loans 
would flow to the 
Reichsbank in ex- 
change for marks, 
and would become 
available for repara- 
tions purposes. In 
other words, foreign 
countries themselves would first lend us the 
money which we are obliged to pay them. 
The result would be to convert reparations 
payments by Germany, the transfer of which 
to abroad is at present under the protecting 
currency rules of the Dawes Plan, into for- 
eign claims upon private German business 
which at all cost would have to be met. 
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OREIGN capital, in particular American 
capital, does not think of abusing its 
growing power as a lender. By doing that it 
would merely throw an excellent debtor into 
difficulties, and weaken Germany’s ability to 
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pay interest on her foreign loans. So far 
from this being the case, it is probable that 
we shall get foreign credit in increasing 
quantities. As long as present conditions 
continue it is certain that-we shall need this 
credit. 

Nevertheless, it is impossible for things 
to continue indefinitely as they are. Foreign 
capital is not willing to keep on permanently 
paying its own claims against us, without 
asking us to make a return payment. On 
our side, we cannot forever keep our in- 
dustry and commerce oscillating between 
native and foreign currencies. Nor is it 
possible for us to add an ever-growing bur- 
den of interest, commissions, and capital 
liabilities to the passive foreign payment 
balance which is already caused by our large 
import surpluses. 

If Germany does not make up her mind 
on this point she will risk finding herself 
once more upon a slippery inclined plane. 
At present our indebtedness to abroad is 
not so large as to deprive us of the hope 
of establishing equilibrium by means of at- 
taining an export surplus. But the first 
precedent condition is that we shall come 
into possession of sufficient working capital ; 
and this we can do only by ourselves creat- 
ing such capital out of savings. Here comes 
in the question of German taxation bur- 
dens and German finance. 

In the first year after the inflation period 
Germany, as compared with before the war, 
was burdened with double taxes by the re- 
public, by the states, and by the municipali- 
ties; and with a still greater—almost 
trebled—burden for social insurance and al- 
lied social aims. Thereby the reaccumula- 
tion of capital was killed at its birth. In 
this matter the Dawes burden plays a smaller 
role than the increase in the cost of public 
administration and the continued expansion 
of the state’s economical programs. 

The increased public expenditure is one 
of the results of the inflation. The 
economic disorganization caused by the in- 
flation compelled the employment of many 
more persons than our: administrative work 
really required. The international deprecia- 
tion of gold further added to the cost of 
the administration. 

The financial reform undertaken in 1919 
by the late Herr Erzberger had an unfav- 
orable effect upon German finances. Herr 
Erzberger put through a drastic centraliza- 
tion of taxation. The republic was largely 
made responsible for the local finances. 
While this centralization idea was in itself 
reasonable, it caused a lamentable weaken- 
ing of the sense of responsibility (in regard 
to spending money) in many of the form- 
erly independent local financial corporations. 
The centralization process cannot now be 
undone. The only remedy is for us to sup- 
ervise more closely the expenditure of our 
local administrations, in particular of our 
municipalities. 

One injurious feature is that too much 
money has accumulated in the hands of 
public bodies. A considerable part of the 
yield of taxes was never spent, and as re- 
sult the cash balances in the public treas- 
uries and in the state banks have greatly 
increased in magnitude. One view expressed 
in favor of this policy of hoarding by public 
bodies was that provision must be made for 
the gradually increasing reparations liabili- 
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ties. But those Germans who so argued 
ignored the fact that public treasuries are 
not suitable places for the holding of large 
sums of cash, and that the existence of this 
cash must always supply a temptation to 
spend it. 

As an instance of the policy of hoarding 
tax-yields I may state that the Prussian 
Government Bank (the “Seehandlung”) ex- 
perienced in the two months May-June, 1925, 
as big an increase in its deposits as did all 
the ninety-one credit and commercial banks 
of the republic taken together. On June 30, 
the state hanks, the provincial public banks, 
and the municipal union banks (Girobanks) 
held deposits of 3,400 million marks and they 
held 3,700 million marks two months later. 
By October 1, the public banks could report 
another one-third of a billion marks in- 
crease, and this figure does not include de- 
posits in all the public banks. It is probable 
that the public banks today contain more 
cash on deposit than all the private credit 
and commercial banks. 


eve accumulation of deposits in such 
great proportions in the public banks is 
due, at least indirectly to the exaggerated 
taxation from which Germany suffers. It may 
indeed be assumed that the process of ac- 
cumulating vast sums of mobile capital by 
the state treasuries will not last forever. 

The notion of the necessity for re- 
accumulation of capital by Germany her- 
self is not new. In theory it has been 
repeatedly acknowledged by our public of- 
ficials. But in practice we have once more 
impeded the accumulation process by alter- 
ing our income tax in a direction which hits 
medium-sized and large incomes much more 
severely than is the rule in the United States. 

Germany has already given her creditors 
proof of her goodwill. This she was ob- 
liged to do. The time has, however, now 
come when she must make plain to foreign 
countries the ailments from which her in- 
dustry suffers, and also the reasons why she 
is not able to complete the wonderful process 
of cure which she began. On this point 
it is not easy to convince foreign countries, 
because they themselves are groaning under 
a heavy burden of taxation. But the world 
must understand that a country which is 


entirely without working capital like Ger- 
many absolutely needs breathing time if it 
is ultimately to accomplish anything. 

For Germany to blaze a path out of her 
present difficult situation will 1: equire all the 
abilities of the German nation. But certain 


thoughts may be formulated as basis for 
measures of amelioration: 


1. An attempt must be made to bring foreigners 
to realize that Germany not only needed a mora- 
torium in the Reparations Question, but she also 
needs a moratorium in the shape of partial, if 
temporary, reduction of her home taxation burden. 

2, The reduction of taxes should only go as far 
as is compatible with the needs of a Lelent pre- 
pared on a basis of extreme thrift. The question 
should, however, be considered whether the budget 
of next year should not be partially covered by 
contraction of a foreign loan. 

3. As nearly every European country will sooner 
or later have its own ‘“‘Dawes Settlement,” it will 
soon be realized that the question last mentioned 
is one of general European interest. 

4. As long as Germany is dependent upon finan- 

cial help from foreign countries, she should attempt 
whenever possible to obtain long-term loans. 
_ 5, An attempt to increase German exports is an 
indispensable condition of this borrowing policy. 
The reduction of our price level is an indispens- 
able condition for the increase of our exports. 

6. If our total taxation can be reduced only grad- 
ually, we should at once take measures to restore 
the pre-war ogee between indirect and di- 
rect taxes. e aim of this is to assist in the 
reaccumulation of capital at home. 

7. Investments of capital at home which by 
their nature supply to German industry long-term 
working capital should be specially favored in the 
matter of taxation. 

8. In gradually cutting down our administrative 
apparatus we should return to pre-war conditions. 
In our legislation greater simplicity should be 
aimed at. One of the main reasons for the in- 
creased cost of our administration is the com- 
plexity of our new laws. 


This is a business man’s criticism. It must 
be said, however, that criticism of German 
finances from the pen of business will first 
be fully justified when business reforms it- 
self. Our industries, like our public bodies, 
have constructed and reconstructed far too 
much. If they had understood that, then the 
three billion marks of foreign capital which, 
including the Dawes Reparations Loan, 
flowed into Germany in the past year in 
shape of loans would have had much more 
beneficial effects. Production is not an aim 
in itself. The important aim for Germany 
is to restore her financial liquidity sufficiently 
to insure the repayment of her loans and 
to make industry profit-earning so that it 
will be justified in raising further capital 
at home by new issues of stock. 
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Some of the Major Problems 


By JAMES E. CLARK 


O man of business could do his 
best if he were managing a cor- 
poration with a limited tenure of 
life. 

He would find trouble in getting the type 
of employee that he wanted, for the capable 
worker would hesitate to cast his lot with 
a company which might eventually turn 
him out to seek employment elsewhere. The 
manager might find difficulty also in get- 
ting money to work for him because capital, 
like men, has a way of looking forward. 
With such attendant distractions neither the 
manager nor his board of directors could 
reasonably be expected to do his best. 
Often they would be but marking time, 
whereas, if an open road lay before them 
they would work on. With what cautious 
steps would all business pick its way to- 
morrow if it suddenly were faced with the 
prospect of being permanently sidetracked. 

There is not an exact parallel between 
the Federal Reserve System and an indus- 
trial corporation uncertain about the re- 
newal of its charter, for the discontinuance 
of the industrial corporation would be in a 
sense an isolated commercial incident, 
quickly swallowed up in the day’s work, 
while the refusal of Congress at the time 
the charter was expiring to recharter the 
Federal Reserve Banks would be a national 
calamity, touching values everywhere, con- 
tracting all commercial endeavor, bringing 
on depression and business timidity from 
which the country would not soon recover. 
Everyone in business would be pretty sure 
to feel the detrimental effects. It would be 
as if all the destructive financial floods which 
the existence of the Federal Reserve Sys- 
tem has held off in the last ten years were 
gathered together and let loose upon 
business ! 

For the good of the country, the mat- 
ter of rechartering the Federal Reserve 
System should be taken up in the present 
Congress and should be quickly and de- 
finitely settled. 

The business of the United States has 
gone too far with the Federal Reserve Sys- 
tem to go back. To tear down this structure 
now would mean to tear something out of 
all business in both town and country. 

This bulwark against the waves of busi- 
ness disaster must be maintained because 
now the whole nation has constructed a 
business structure back of its shelter. If 
the bulwark comes down there must of 
necessity be a mighty readjustment to con- 
form to the new conditions which will 
prevail. 

Sometimes it is difficult to appreciate the 
benefits and the protections of invisible bar- 
riers—because they cannot be seen standing 
out like a Roosevelt dam holding back the 
flood—beneficent while it is held, but potent 
with destruction should the dam give way. 

Some do not appreciate the benefits ac- 
cruing to them personally and commercially 
from the invisible barriers that stand at 
our ports of entry to safeguard public 


health, but let these barriers fail and sooner 
or later devastating plague will come steal- 
ing in as it did in other times. Panics are 
the terrifying plagues of business which in 
the last decade have been kept away by the 
Federal Reserve System. 

The maintenance of those health regula- 
tions which have kept back the plagues of 
illness is now a non-debatable subject. Speed 
the coming of the time when the recharter- 
ing of the Federal Reserve Banks is also in 
the non-debatable class! 

Any injury to the Federal Reserve Sys- 
tem will react everywhere in the United 
States. It will react on farm prices and 
the markets for farm products. The village 
factory and the village merchant will not be 
immune from the blighting effect no mat- 
ter how far removed that village may he 
from Washington or Wall Street. 


The World’s Work 


ANY super-problems confront the 
world with the opening of the new 
year. Most of them are without the United 
States, yet none is so far removed that we 
can be without either profit or loss in its 
settlement, or its continuance as a problem. 
Chief among these perplexities is that of 
Russia with its many millions of people cut 
off from commercial intercourse with the 
world at large, retrograding ia the grip of 
a morbid complex, poisoning all whom it 
may, constantly reinfecting itself. Recent 
cables from China suggest that the Bolshe- 
vistic malady is aggravating if not causing 
much of the warfare in China. 

If Russia could rid itself of the phantasy 
and re-establish itself in the confidence of 
leading nations, the whole world would gain 
in prosperity and happiness, but the greatest 
boon would be to the Russian people. 

Comparable with the plight of Russia is 
the chronic unrest of China, forever in tur- 
moil, forever grovelling. If the Chinese are 
not a people of possibilities, then at least 
China is a land of possibilities, but at pres- 
ent a land of midnight alarms. 

Coming farther west we emerge from the 
regions where millions of minds are with- 
out initiative or the ability to look up and 
come to peoples whose ideals and inborn as- 
pirations strive for supremacy—sometimes 
between nations—sometimes within nations. 

The Balkans, Turkey, Greece, Spain and 
France are among those who perforce con- 
tinue to look at or beyond their frontiers. 
Within, France has its vexatious problems 
of finance, Germany its debt and England 
its huge unemployment and _ agricultural 
problems. 

In America we come to still waters— 
peace with the world and abundant prosper- 
ity. But even we have work before us: The 
suppression of the liquor traffic and _ its 
attendant evils; the crime wave, and last 
though not necessarily the least, the tariff. 
The latter is not perhaps generally recog- 
nized as having any new aspects, but it is 
likely to demand increasing attention. 
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Whatever else a partial list, or a complete 
list, of the work confronting the world may 
suggest, it suggests opportunities for service 
—opportunities for the individual to help 
in the betterment of these conditions by the 
clarification of his own opinion and through 
the expressions of his deliberate and sea- 
soned judgment. 

As long as we read of all these things 
impersonally and belonging to someone else 
or being things of another world, we are 
not likely to be of great help in solving 
these problems, 


The Prosperity Penalty 


—— man who acquires wealth soon dis- 
covers that there are penalties and taxes 
levied upon him of which he dreamed not, 
and from the payment of which there seems 
to be no escape. Corporations and nations 
have the same experience. 

The United States, flooded with prosper- 
ity, tinds that, perforce, it must share that 
prosperity with people across the seas, and 
these peopie are not modest in their exac- 
tions. The men who grow the rubber, which 
we use so extensively and in so many arts, 
are, according to Secretary of Commerce 
Hoover, levying a tax on us so large that 
there is no trouble in tracing the amount 
down to the last family in the nation—at 
least if that family owns an automobile. 

Seventy per cent of the world’s rubber is 
produced in the British East Indies. Pro- 
duction is under a control called the Steven- 
son Plan, ostensibly designed to give a fair 
return to the producers. The fair price at 
the start was placed at the equivalent of 
from 30 to 36 cents per pound. But, accord- 
ing to a letter which Secretary Hoover is 
quoted as having written to Senator Capper 
of Kansas, “exhaustive investigations of the 
Department of Commerce into the industry 
in the East Indies showed that at that price 
the capital invested in the industry would 
earn an annual average profit of from 15 to 
25 per cent. 

“The price has been advanced during this 
year (1925). from 36.7 cents in January to 
109.5 cents in November. The price at one 
time reached $1.21 a pound. 

“That the situation is wholly an artificial 
creation is evidenced by the fact that the 
normal world consumption of rubber for 
1926 is estimated at about 580,000 tons, 
whereas the potential production if unre- 
stricted would be probably 625,000 tons. 

“We are, therefore, not in the midst of a 
genuine rubber famine, but purely an arti- 
ficial one. created by restriction on pro- 
duction fer the purpose of advancing 
prices. 

“Our imports for 1925 will be about 860,- 
000,000 pounds, and at normal growth our 
consumption will be 900,000,000 pounds in 
1926. At the price declared by the price- 
fixing body as ‘fair’ to them, our next 
year’s supply would cost us about $324,000,- 
000, but at the present prices of $1.10 per 

(Concluded on page 486) 
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Cartoon Views of Economic Events 
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The President’s Message—Orr in the 
Chapin in the Fall River Chicago Tribune 
Herald 
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The Filling Station—Chapin in_ the im 
Norfolk Virginian Pilot 


‘Never Again!” 
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If We Could only Coax Old Dobbin to Never Again!—Sykes in the New . . — 
Stay -Off that Side-hill Pasture—Orr York Evening Post The Family Doctor—Chapin of the 
in the Chicago Tribune New York Herald Tribune 


Piling It Up—Page in the Louisville 


Post liams in the Los Angeles Examiner 


Beware of the Foxes!—Williams in 
the San Francisco Examiner 
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What Are We Going to Do With 


Our Greatness? 


By JAMES H. PERKINS 


President, The Farmers Loan and Trust Company, New York 


Predominance of the United States, as a World Power, Multi- 
plies Local Banking Problems by Thousands. American Bankers 
Association Can Be Greatest Single Influence for Properly 
Guiding Our Destiny. 


HE problems which confronted the 
banking fraternity ten or fifteen 
years ago were much the same— 
although dealing in larger figures— 
were twenty or twenty-five years 

By and large, the only threat to our 
was a currency panic. The best 

the country were good American 
bankers who knew credit and national in- 
dustrial conditions rather intimately, and 
handled their part in them well. 

Since that time, however, a vital change 
has come to us—a change so sudden and 
stupendous that it found most of us un- 
prepared to deal wisely with it. I refer, of 
course, to the fact that since the war the 
United States pushed suddenly into the posi- 
tion of banker to the world. Previous to 
that time we had been a debtor nation 
and, with the exception of a very few men 
in the large centers, we did not worry much 
akout world conditions or world trade or 
finance. We now find that world conditions 
and finance had become a daily factor in 
our lines. 

To my mind, the wonder is not that we 
made mistakes, many of which cost vast 
sums of money in the collapse of 1920 
and 1921; but rather, considering our lack 
of previous experience, that we made so 
few mistakes. 


The Fading of Power 


GLANCE at the past will show that 

the predominance of power has first 
rested in one place and then another, 
throughout history. Go back to the days 
of Babylon and see how her power faded; 
then Egypt came to the fore; then Greece 
and Rome, France, the Holy Roman Em- 
pire, England. It is now clear that the 
great predominant power of the world is 
the United States. That fact has brought 
us face to face with many new problems 
and responsibilities. On the way in which 
those engaged in finance meet these problems 
the future position of our country largely 
depends, and it is incumbent upon us to he 
familiar with the conditions that exist 
throughout the world. 

Let us look for a moment at the situa- 
tion in some of the principal countries. Eng- 
land, which for many generations has been 
the richest nation in the world, is now faced 
with a situation which is going to tax all 
the ability and character of the race to 
meet. I believe it is undoubtedly true that 


as they 
before. 

comfort 
men of 


the wealth of England has been created 
largely through her ability to take the raw 
materials of the world and convert them 
into finished products which were needed in 
those countries far behind her in industrial 
development. I suspect, also, that one of 
the ways in which she was able to make 
those products profit was through the un- 
derpayment of her labor. 

Today the countries with whom England 
has dealt in the past, to a large extent, 
have either advanced their own industrial 
development so that they partially take care 
of their needs; or they are buying goods 
cheaper in some other market; or they are 
in a condition of turmoil which eliminates 
them as large consumers. For instance, In- 
dia is today manufacturing large amounts 
of textiles and iron products. South Amer- 
ica is buying from us, Germany, Czecho 
Slovakia. China is in a chaotic condition, 
and Russia is only slowly emerging from 
such a condition. 

In addition, the men of England who 
went to the war returned with a new point 
of view, and a desire for better living than 
they had enjoyed previously. In fact, that 
was one of the promises held out to them 
as a result of a successful war. So that 
today, with reduced markets, disturbed in- 
dustrial conditions and increased costs, 
England is facing a difficult situation. Per- 
sonally, I have confidence in her ability to 
solve the problem, but I believe that the solu- 
tion is not one that will be made in a 
few months or in a few years; but will be 
worked out successfully over a considerable 
period of time because of the fundamental 
character of the English people. 


France’s Serious Situation 


RANCE suffered more than any other 
nation during the war, and is:today hav- 
ing a hard time to save herself from finan- 
cial ruin. As nearly as I can figure out, 
the French government owes approximately 
the same amount as the United States gov- 
ernment, and the French nation is about 
one-third as numerous and probably has 
not over one-half the per capita wealth of 
this country. If instead of twenty billion 
dollars, we owed 120 billion dollars, even 
with our great natural resources we shoul: 
feel that we had a pretty serious problem 
on our hands. 
Italy seems to be working out her prob- 
lem in an able and satisfactory manner. 
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How to Improve the Opportunity. 


The only question which comes to the minds 
of some people is whether or not a prac- 
tical dictatorship—even if well handled— 
can permanently exist. 

Germany went into a post-war inflation 
period which, in effect, cancelled her indebt- 
edness except that created through the 
reparations. She is now started on what 
seems to me a new period which, in the 
long run, will enable the people of that 
country to produce in a way which will pro- 
vide decent living conditions and gradual 
accumulation of wealth. In order to do 
this, however, it is necessary for her to have 
advanced for working capital large sums of 
money. This fund must come largely from 
the United States. The same thing is true 
of the other mid-European countries, which, 
taken all together, provide a great field with 
which we must become familiar. 


How Banking Has Grown 


F I remember correctly, the National City 

Bank of New York, which today has over 
eight hundred millions of deposits, had when 
the elder Stillman went in as president of 
the bank in 1891, about fifteen millions of 
deposits. That example can be duplicated 
in similar proportions almost all over the 
United States. The result is that we find 
ourselves with an enormously growing 
country of our own, the vitality and power 
of which to produce and move forwar@ is 
hardly understood by anybody, and which 
will need all the wisdom and ability which 
we can call upon in order to bring to 
fulfillment its possibilities and responsibili- 
ties. In addition, we have been given the 
new problems incidental to becoming a great 
world reservoir of capital. 

We not only have our old, local banking 
problems multiplied by thousands, but we are 
now called upon to consider problems in un- 
known lands, still disorganized, still res- 
tive under the sacrifices that the war en- 
tailed, still distrusting each other. In fact, 
a unit in nothing except, perhaps, their ex- 
pectations of help from us. The truth is 
that we have built up a tremendous indus- 
trial-financial machine upon the proper func- 
tioning of which the welfare of the peoples 
of the world depends. 

We have perhaps over-glorified size; we 
revel in the ton miles of our railroads; the 
number of automobiles, the output of our 
steel plants, the bank clearings and deposits. 
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They all prove that we are “The Greatest 
Show on Earth.” 

Well and good: But now that we have 
this greatness, what are we going to do 
with it? Are we going to run it or is it 
going to run us? Is it going to mean 
greater well-being to greater numbers? By 
the answer to that question we shall be 
judged in the end. And the answer, as al- 
ways, depends upon the kind of men who 
are at the helm. 


Making the Machine Work 


bein can build machines, accumulate 
great wealth, erect great systems. But 
men must make them work. 

The great men of earlier days had only 
little jobs compared with ours. A Gladstone 
would have been bewildered by the national 
financial problems of today. The great 
banker of twenty-five years ago would be 
equally bewildered by the size and problems 
of one of the St. Louis banks. Our trust 
companies alone, which only four years 
ago had deposits of 9% billions had 15 bil- 
lions in 1925. And this does not begin to 
measure the increase in their trust re- 
sponsibilities. 

The American Bankers Association, rep- 
resenting as it does something like 22,000 
banking institutions throughout the United 
States, can be the greatest single influence 
for properly guiding our great destiny. We 
not only form an army in ourselves, each 
unit in which is all the stronger because 
it stands, or should stand, shoulder with an- 
other. Our force should have joined with it 
another far greater force composed of our 
depositors and others with whom we do 
business. With them on our side we can 
move mountains. 

If this is so, it is more than ever incum- 
bent upon us to be sure that in all our ac- 
tions we have wisdom and decency on our 
side, and then demand from the public the 
support which we deserve. It is true of any 
country that it cannot be great unless in 
the final analysis its citizens are prepared 
to fight for it. I think that the same prin- 
ciple is true in the conduct of any great 
business movement. Bankers should be will- 
ing to fight for themselves and the causes 
they sponsor. 


“A Curious Mental Attitude 


CURIOUS mental attitude toward the 
bankers exists throughout the country. 
There is hardly a community in which the 


Major Problems 


(Continued from page 483) 


pound, it will cost us about $990,000,000, or 
$666,000,000 in excess of the ‘fair price.’ 

“These increased prices of rubber are a 
very real thing to every family in the United 
States. The price over and above the so- 
called ‘fair’ price means an increased charge 
of probably $20 or $30 for each set of tires 
on a light automobile, and $50 to $70 for 
each set on a heavy car. 

“The dangers to our manufacturing in- 
dustry that may come through a collapse 
in the price are so great that some of the 
smaller manufacturers have ceased produc- 
tion, as they fear they could not stand the 
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people do not rely upon the character and 
wisdom of the bankers as applied to their 
individual needs. The mere fact of deposit- 
ing money in a bank is evidence that the 
depositor believes that the men managing 
the bank are going to be trustworthy in 
the care of that money. The creation of 
personal trusts which are being put into the 
hands of the trust companies and banks in 
increasing numbers is the strongest testi- 
mony of the belief people in general have 
in the men who are conducting these com- 
panies. 

Why is it, that millions of people in the 
United States place in the hands of the 
banks with utmost confidence the thing 
which, next to their family, means most to 
them, and yet look with suspicion and dis- 
trust on those men when any great public 
question is concerned? They say it is only 
necessary for a politician who wants to get 
elected to office to have it generally known 
that the banks of New York are opposed 
to him. If he can once establish that fact, 
his campaign is a success. I believe that 
this situation has arisen from various causes. 

One is the natural antagonism of human 
beings to those in whose hands rests large 
sums Of money. Another is due to the fact 
that in the old days the bankers set them- 
selves more or less aloof. Some can re- 
member twenty years ago or more how 
often a customer had to conduct an inter- 
view with the officer of a bank through a 
little window in the cage, and how unsatis- 
factory such an interview was. Further 
than that, it is unfortunately true that there 
have been cases where the power of the 
bank has been improperly used for the ben- 
efit of the individual. I believe that in all 
these matters a new era is here. Instead of 
talking with a bank officer through a win- 
dow, now he generally runs out and pulls 
the caller in to see if he cannot do some- 
thing for him. In the second place, I be- 
lieve that a ligher standard of trusteeship 
exists than ever before. 

I had an interesting conversation with 
one of the older generation at the time the 
war broke out. As will be recalled, the 
Stock Exchange started tumbling in a very 
alarming manner, and it was finally closed 
in order to prevent an absolute collapse. 
I was sitting at my desk when one of the 
older men came along and asked me how 
things were going. I told him that I felt 
the situation was in good shape and asked 
him how he thought it had been handled. 
He said he thought it had been handled well. 


loss of suddenly diminishing inventory 
values. I have referred at length to the 
case of rubber merely by way of illustra- 
tion. Coffee could be similarly used. All 
of these combinations are potentially dan- 
ger us.” 

While it is the world-wide habit to rail 
against taxes, the American in his character 
as a final purchaser of the products of for- 
eign monopolies has thus far been docile, 
over what amounts to a tax of $20 to $50 a 
set for automobile tires, though he may be 
very vocal over a comparable increase in his 
local taxes. 

Among the remedies which Secretary 
Hoover suggests for defense against this 
drain upon the wealth of the people of the 


Of course, he said his “crowd” would have 
done it differently. I asked him what the 
difference would have been, and he said they 
would have left the Stock Exchange open 
for a few days longer, formed a pool, and 
picked up a large amount of securities at 
a lower level. 


How to Make the Bankers’ 
Influence Felt 


OW shall bankers make it known that 

they are something more than money 
changers? How can they more effectively 
assert their influence? 

There is only one way and that is by acts. 
Propaganda will not do it. Virtuous ges- 
tures will not do it. In the first place we 
must be right in our policies and wise in 
our decisions. We must stand four-square 
for what is good for the country as well as 
for ourselves. We must educate those who 
are ignorant. We must work for sound 
legislation and oppose what is unsound. We 
must at times make sacrifices. We make 
the bank the safest sanctuary for those who 
are entitled to our aid. And the banker is 
the most helpful citizen of his community 

In this rdle a wonderful opportunity for 
the banking men of this country is here. 
They are one of the greatest elements in 
the life of our country at a time when the 
country, backed by its great natural wealth. 
peopled with vigorous, courageous men, pos- 
sesses the greatest amount of the capital 
in the world. To miss the possibilities of 
that opportunity would be an unspeakable 
tragedy for the United States. Not to pro- 
vide for its people a greater degree of pros- 
perity and happiness than ever fell before 
to the lot of any people would indicate a 
lack of character and ability on the part of 
its leaders that is inconceivable. 

As one of the great constructive forces 
toward the successful working out of our 
national life the bankers should first see 
that they are trained to handle skilfully the 
work coming to them; they should recognize 
their responsibility as quasi-public servants. 
they should adopt as a group an attitude 
of trustworthy and constructive action and 
then, with a sense of ability to meet their 
obligations, demand that the people of the 
country realize their ideals and support them 
in those measures which they initiate or 
back up for the furtherance of the national 
well being. 


United States by foreign monopolies are: 
Care on the part of bankers in giving cred- 
its in support of such combinations; volun- 
tary savings in the use of products con- 
trolled by monopolies; stimulate the use of 
substitutes; encourage production in coun- 
tries where there is little prospect of mo- 
nopolies being formed; development of ma- 
chinery which would prevent American buy- 
ers from bidding against one another in 
emergencies. 

No business man wants as a settled policy 
to purchase raw materials at a price which 
does not give to the seller a fair profit, but 
it is inconceivable that American business 
will long continue to pay extortionate prices 
without finding some way out. 
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Pitfalls for Executors and — 
Administrators 


By FREDERICK VIERLING 


Vice-President, Mississippi Valley Trust Company, St. Louis 


“No Matter How Careful One May Be In the Administration 


of Estates Things Will Happen That Will Come As Surprises.” 
Adverse Outcome When a Widow Would Not Join in a Sale. 


O matter how careful one may be 

in the administration of estates, 
things will happen that will come 
as surprises. 

Years ago, our company was named 
executor under a will, and authorized to 
sell real estate. We tried our level best 
to sell it. There were four pieces and two 
pieces were sold; under bad advice, the 
widow would not join in the sale of the 
third and fourth piece and they were not 
sold. The widow died. After her death, 
the family did not like the fact that all the 
real estate had not been sold and they 
brought suit against our company, charging 
negligence in our duty. The matter was 
heard in the Probate Court and we were 
sustained; the matter was heard in the 
Circuit Court, on appeal, and we were sus- 
tained; the matter was taken to the Supreme 
Court—the court that has the last “say”— 
and we were adjudged guilty of negligence. 
The result is, we have to count the property 
as having been sold years ago, while it was 
not sold, render an account based on the 
theory that we have had the money and 
that we were negligent in not distributing 
the money, the money in the meantime be- 
ing considered as earning interest at the 
legal rate on an amount equal to the value 
of the property yet to be determined. 

Under that will, the power referred to 
reads: 

“IT authorize, empower and direct my executor, 
hereinafter named, without obtaining order of court 
therefor, from time to time, to sell all real estate 
[ may own at the time of my death; any sale or 
sales to be public or private, and with or without 
notice, at the option of my executor, and may be 
for either all cash or part on time; deferred pay- 
ments, if any, to be secured by first deed of trust 
on the property sold; and upon any such sale, my 
executor shall make, execute, acknowledge and de- 
liver a deed or deeds conveying property sold. All 
sales shall be for such prices as to my executor 


may seem reasonable, and all deeds of such form 
as my executor may deem proper.” 


The Alternative 


USED to think, and I still think, that a 

power of sale that does not absolutely 
direct a sale within a limited time, and has 
a clause giving the executor the right, “from 
time to time,” to sell property, did not in 
law, constitute an equitable conversion; be- 
ing real estate, it continued real estate un- 
til it was actually sold. In this case, the 
Supreme Court says we are wrong. 

Where discretionary power’ is given, the 
tule is, there is no equitable conversion, and 
the beneficiaries of an estate wait until there 


Problems In Connection With the Payment of General Taxes. 


is an actual conversion by sale and distribu- 
tion of the proceeds in due course. 

I ask myself, will I take another appoint- 
ment as executor under a will with language 
like that? I answer “No.” What will I do 
about it? If the lawyer will confer with 
me when planning such instrument, I will 
tell him that he cannot get me to act, and 
instead suggest our appointment as trustee 
with power to sell. This because a trustee 
does not have to settle an estate in one or 
two years; a trustee can hold an estate as 
long as necessary, in order to make a fair 
sale. 

I relate this to you for the value it ought 
to be to trust officers. When officers have 
such experiences, let us be frank with one 
another and tell about it, so we all may 
escape that kind of future liability. 

The will gave us absolute power to sell. 
The will did not legally mean what it said. 
The will must be construed under the law. 
The law says the widow has some marital 
rights in the property, and the title com- 
pany properly says, “Unless the widow joins 
in the deed, why, you cannot make good 
title.’ In Missouri, as in other states, a 
widow has legal interests in an estate when 
the husband dies; she has options of electing 
dower or an inheritable interest; of electing 
to take under the will, or renouncing will, 
and naturally, a title company would not 
pass title unless the widow joins in the deed. 


Homestead Rights of Minors 


HE will gives absolute power to sell real 

estate. In other wills like that, if there are 
minor children, could we have done so? 
No, minors have homestead rights in home- 
stead property, and we would have had to 
deal with guardians or other legal repre- 
sentatives of minors. Their interests would 
be nominal, their homestead rights would 
pass out when they became twenty-one, and 
then, of course, the power as given could 
be exercised. But what estate can wait 
until minors become twenty-one? 

While the power in words is broad, it 
really has legal limitations, and the executor 
must deal with legal representatives of 
minors. The executor must find out what 
the right to use the property until the 
majority is worth at the present; it is an 
accounting problem and not very easy, 
nevertheless, it must be done. Where broad 
power to sell is given, nevertheless the exe- 
cutor must examine the status of the family 
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to see if there is a widow or minor 
child, as well as mortgage on the property. 

Another case was in Phelps County, 
Missouri, and the property was homestead 
property. There were no minors to deal 
with. 

In Missouri we have a statute which says, 
“If you use the words ‘grant, bargain and 
sell,’ certain warranties are implied.” In 
fiduciary deeds, we do not use those three 
words, we say, “Grant and sell,” leaving 
out “bargain,” or “Grant, sell and convey.” 
We use words which have no implied war- 
ranties, but at the same time, effect a full 
conveyance of all the title we have or 
represent. 

In due time we sold the property; a 
member of the family bought it and paid 
for it and paid a fair price; everybody in 
the family was satisfied with the price. Long 
after the sale by us we received a letter from 
the husband of the lady who bought it, and 
he said “There is a flaw in the title. Un- 
der your warranty I call on you to make 
good.” He meant to call on the trust com- 
pany individually, not as fiduciary. The 
estate was settled and disbursed. How 
could we make good, except by reaching 
into our pockets, and that would not 
be pleasant? I asked to read a copy of 
the deed, and, fortunately found we used 
words of conveyance that did not imply 
any warranty. I wrote him the facts and 
told him he bought under the usual form of 
trustee’s deed we used, and there was no 
warranty of title and said the deed was a 
good conveyance and transferred all the 
interest of the estate we represented. We 
could not have responded officially, because 
the estate was disbursed; we did not want 
to respond personally. 

I heard from him by letter and he said, 
“T always thought you were extremely care- 
ful, and you used an unusual deed on me.” 
There the matter ended. We went to his 
lawyer, and his lawyer told him that there 
was nothing unusual about the deed and 
that there ought not to have been any war- 
ranties on the part of our company as 
fiduciary. 


Modify the Deeds 


IDUCIARIES should not use the ordi- 
nary form of deed used by individuals 
and by real estate agents. Be sure the deeds 
are modified, even if you do not think there 
(Continued on page 525) 
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Trusteeship Under Corporate 


Mortgages 


By F. F. TAYLOR 


Secretary, Illinois Merchants Trust Company, Chicago 


Two Influences That Dominate the Corporate Trustee in Every 


Move. 


Setting Up the Trust Records. 


holders. 


HERE are two actuating influences 

that dominate the corporate trustee 

in his every move. There is first 

the duty to the public at large— 
this is ever increasing—and as the public’s 
representative, more caution and _ business 
prudence must be exercised in acceptance 
of a trusteeship than would appear neces- 
sary on the first thought. Secondly, there 
is the question of self-protection for the 
trustee. Unforeseen business conditions, 
transition of business enterprises, political 
evolution, and legislative changes all may 
conspire toward the embarrassment of a 
corporate trustee in the performance of his 
obligations. 

When a corporate mortgage agreement 
has been executed and the bonds or notes 
duly certified and delivered, it is essential 
that the records of the trustee be properly 
set up to show at a glance the pertinent 
facts in connection with the mortgage. The 
amount of this pertinent information may 
vary with the issue, but always must include 
the nature of the issue, the corporate name, 
the date of issuance, maturity and interest 
rate, the recording data, the state under 
which the company is incorporated, and 
other facts that the specific mortgage in- 
cludes, such as provisions for sinking fund, 
callable features, and depreciation and re- 
serve maintenance funds that are required 
under the mortgage. 

The nature of the records kept by trust 
companies probably vary widely. Each trust 
officer has his own pet recording system-— 
it is paramount to all others ever developed. 
The growth of corporate trusteeships has, 
however, necessitated the development of a 
general type that while not uniform in de- 
tail still accomplishes the same ends. It is 
my personal belief that no absolute or uni- 
form system will ever be adopted by the 
trust companies for their corporate trustee 
records. 


The Records Must Show 


N addition to the general description of 

a corporate issue, records must show all 
bonds coming into the hands of the trustee 
whether executed by the corporation or not, 
a record of the bonds certified and under 
what provisions they are issued, namely: 
against capital assets or through the deposit 
of allowed collateral. Receipts for bonds 
delivered should be preferably made on the 
trustee record itself. 


The “trustee record” must contain the 
following information: 


Bonds certified; numbers and denominations; 
date of delivery; amount of bonds registered as to 
principal; amount of bonds registered as to prin- 
cipal and interest; number of bearer bonds out- 
standing; bonds cancelled and reason therefor; 
bonds cancelled in exchange for other denomina- 
tions; a condensed memo of papers originally fur- 
nished as a basis for the issuance of the bonds to- 
gether with subsequent vital information. 


Separate records must also show: 


All insurance in the hands of the trustee, or if 
not carried by the trustee, statements of the amount 
and maturity must be*required periodically and a 
notation made. 

A cash ledger showing payment of interest or 
principal for each corporate account. 

Disposition of all cancelled bonds and coupons 
showing whether they have been cremated or re- 
turned to the corporation. The aggregate amount 
of interest due on each interest date for each par- 
ticular series of coupons, and to each series a proper 
credit must be made before the coupons are cre- 
mated or returned. In this way the cash balance 
of any corporate coupon account can always be 
analyzed as to the amount of coupons outstanding 
and unpaid for any interest period. This record 
of cancelled securities is particularly important in 
that it is the basis for making a release of the 
mortgage at maturity or call. 

_The record for the fully registered bonds, in ad- 
dition to the information as to the owner, must 
show the coupon bonds cancelled in lieu thereof 
when such bonds are interchangeable. In addition 
to this. information interest payments must be¥ 
shown in detail. 

The filing system of a corporate trustee 
must be particularly comprehensive. We use 
a vertical file of legal size with a guide card 
for each corporation. The space allotted to 
each is subdivided by us into some thirty- 
five items, each pertaining to some certain 
provision under the mortgage, such as in- 
corporation papers, resolutions of the stock- 
holders and directors, insurance, releases, 
financial statements, legal proceedings, in- 


come tax data, etc. 


Duties of Trustee Vary 


HE general duties of a trustee while a 

corporation is in good standing vary in 
accordance with the instrument securing the 
issue. First mortgage liens may require 
entirely different supervision than those that 
are collaterally secured. In first mortgages 
requirements are comparatively simple, and 
include the deposit of funds for the pay- 
ment of principal and interest, supervision 
of sinking fund, the examination of period- 
ical statements as to the condition of the 
company in compliance with the mortgage, 
such as the maintenance of the required 
relation of current assets to current liabili- 
ties, if any. Also the insurance provisions 
are important whether or not the policies 
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Duty to the Public and Self-Protection to the Trustee. 
When to Call in the Bond- 


Suggested Action for Trustee in Case of Default. 


are in the actual possession of the trustec. 
The examination of current statements rel- 
ative to the condition of a corporation can- 
not be neglected or passed over in a super- 
ficial manner. 

It is sometimes difficult to adhere to the 
instrument in this matter of current assets 
and liabilities as set up in the original mort- 
gage. There are times when the too close 
adherence to the instrument may precipitate 
embarrassment of the corporation, that 
would otherwise work out its own salvation. 
Of course, these extra legal dispensations 
are dangerous. If carried too far they may 
lead to liabilities and just criticism. The 
reverse condition, when the corporation does 
not entirely fulfill its necessary requirements 
as to the assets, is the corporation that is 
in actual difficulty, but which still complies 
with the somewhat easy terms of its mort- 
gage. We feel that in conditions of this 
kind the trustee is justified in calling the 
precarious condition of the corporation to 
the attention of the bondholders, with the 
idea that they may be able to overcome 
shortcomings in time to escape an other- 
wise ultimate receivership. We have at 
one time or another found the necessity of 
facing this latter contingency, and have as- 
sumed to ourselves the power to lay directly 
before the bondholders the conditions of the 
mortgagor. Where the mortgage covers 
leaseholds and the rentals thereof are paid 
to others than the trustee, a duplicate re- 
ceipt for payments is required. 

In the administration of collateral liens, 
there may be a number of duties for the 
trustee to perform, namely: the maintenance 
of the ratio of the collateral to the out- 
standing obligations, the collection of in- 
terest or dividends on the collateral pledged, 
the release of underlying mortgages secur- 
ing the collateral—all dependent upon the 
nature of the pledged property and the 
mortgage securing it. 


In Case of Default 


ACH mortgage carries its own provi- 

sions relative to the trustee’s duty in 
case of default in interest or principal. The 
bondholders in most cases cannot act in- 
dividually and action therefore evolves itself 
upon the trustee. Usually the trustee is 
presumed to have no notice of the default 
until advice in writing from a fixed per- 
centage of the bondholders is received, in 

(Continued on page 527) 
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Opinions of the General Counsel 


By THOMAS B. PATON, GENERAL COUNSEL 


Recovery of Payment Upon 
Raised Check 


BANK which pays money upon a raised 

check may recover the same from the 
person to whom paid, provided it has not 
been guilty of culpable negligence in making 
the payment and prompt notice of altera- 
tion is given as soon as discovered. 

From Ohio: A certain raised check was cashed 
by a client of a bank. He deposits this check with 
lis bank for credit; the said check is then cleared 
through the Clearing House Association, to the 
bank at which it is payable. The discovery that 
the check has been raised does not take place for 
two months after the paying bank has charged 
same to the customer’s account. 

Case number two, similar to above, except that 
the discovery was made five or six days later. 

Has the paying bank any recourse in the two 
cases cited above? 

Opinion: The rule is well settled that a 
bank which pays money by mistake on a 
raised or altered check or draft may re- 
cover it back from the person to whom it 
was paid (Espy v. Cincinnati First Nat. 
Bank, 18 Wall. [U. S.] 604; Birmingham 
Nat. Bank v. Bradley, 103 Ala. 109, 15 So. 
440; Redington v. Woods, 45 Cal.. 406; 
Trust Co. v. Bank, [Colo.] 185 Pac. 260; 
Continental Nat. Bank v. Metropolitan Nat. 
Bank, 107 Ill. App. 455; Parke v. Roser, 67 
Ind. 500; Bank v. Jewelry Co., |Mo. App.] 
220 S. W. 511; Nat. Bank of Com. v. Manu- 
facturer’s, Etc., Bank, 122 N. Y. 367, 25 
N. E. 355; White v. Continental Nat. Bank, 
64 N. Y. 316; Rapp v. Nat. Security Bank, 
136 Pa. St. 426, 20 Atl. 508; Bank v. Alder- 
man, [S. Car.] 91 S. E. 296; City Bank v. 
Houston First Nat. Bank, 45 Tex. 203; 7 
C. J. 691), provided such bank has not been 
guilty of culpable negligence in making the 
payment. (Citizens Bank v. Com. Sav. 
Bank, [Ala. 1923] 96 So. 324; Continental 
Nat. Bank v. Tradesmen’s Nat. Bank, 55 
N. Y. Suppl. 545. See also Glassell De- 
velopment Co. v. Citizens Nat. Bank, [Cal. 
1923] 216 Pac. 1012.) In the two cases 


submitted the drawee bank can recover from ° 


the party to whom it paid the money, pro- 
vided it gave prompt notice of the alteration 
as soon as it discovered same. 


Stopping Payment of Certified 
heck 


payable to two payees, man 
and wife, was indorsed by the husband. 
It was certified and returned for the wife's 
indorsement. The husband indorsed the 
wife’s name. The drawer of the check, 
learning of this, sought to stop payment. 
Inquiry ts made whether the drawer has a 
right under such circumstances to stop pay- 
ment and compel the bank to credit him 
with the amount. Opinion:The drawer has 
no right to stop payment. It might de- 
velop that the husband had authority to in- 
dorse his wife’s name. If there was no such 
authority, the bank should hold the amount 
until the rights of the respective parties 
were determined. 


From Pennsylvania: An interesting case has 
been brought to our attention by a valued depos- 
itor in connection with certification upon which we 
would be glad to have your opinion. 

It is the custom, as you know, for the Federal 
Reserve Banks to insist that all items reurned for 
indorsement shall be certified by the drawee bank 
before the Federal Reserve Bank will accept such 
items in return. Such certification is done as a 
matter of courtesy, although we question whether 
the Federal Reserve Banks could compel it. 

In the case under discussion, a_ check was re- 
turned by the drawee bank to the Federal Reserve 
Bank, which check, following the usual custom 
above referred to, was certified before the return 
was made. There were two payees, a man and 
wife, the indorsement of the latter missing. In 
some way, the maker of the check (our customer) 
learned that the husband, instead of securing his 
wife’s indorsement, forged her name. Our cus- 
tomer, learning of this fact, immediately stopped 
payment, and was then notified by the bank that 
payment could not be stopped since the item had 
been certified and the account charged. Query: 
Can our customer compel the drawee bank to 
reverse the charge and honor the stop payment 
order? Although we are not completely informed, 
our impressions are that there are no other in- 
dorsements on the back of the check, except bank 
stamps. 


Opinion: The certification by the drawee 
bank bound the bank to pay the check, but 
only when properly indorsed by both payees. 
At the time of certification it contained only 
the indorsement of the husband. After 
certification he signed the name of the other 
payee, his wife, as indorser. 

Under such circumstances, I think the 
drawer has no right to stop payment and 
have his account credited with the amount. 
Should it develop that the husband had 
authority to indorse his wife’s name or that 
she afterwards ratified the indorsement, the 
check would be payable and the charge 
against the drawer’s account hold good. On 
the other hand, in the absence of such au- 
thority or ratification, it would be a case 
of a check certified by the bank payable to 
two persons upon which the indorsement of 
one of the payees was forged by the other. 
Under such circumstances, it would seem 
that the drawee bank should hold the amount 
as stakeholder until the rights of the respec- 
tive parties were determined. Unless there 
can be a satisfactory adjustment between 
drawer and the two payees, it migh require 
an interpleader of the parties to determine 
their rights and what disposition should be 
made of the check and of the deposit. 


Unauthorized Filling of 
Blanks 


HERE A executes his note payable 

to order of B but leaves the paper 
blank as to amount which B fills in for a 
larger amount than authorized and sells the 
note to C bank before maturity for value, 
the bank is a holder in due course and may 
enforce the note for the full amount against 


A. 


From New York: An automobile concern was 
customer of a bank. It sold to the bank notes 
given by its customers payable to its order, and 
indorsed in blank by it and delivered to the bank. 
When the notes matured, they were either paid or 
renewal notes signed by the customers of sales 
concern were given to the bank. After this practice 
continued for over two years, the sales concern, 
unknown to bank, began the practice of the fol- 
lowing fraudulent scheme upon its customers: 
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When a customer would come to make a partial 
payment on his car and renew his note for the 
balance, the representative of the sales concern 
would say he was too busy just then to figure the 
amount due and would have the customer sign a 
promissory note in blank. The sales concern would 
then convert to its own use the partial payment 
made by the customer and fill in the new note 
with an amount larger than was actually due; this 
it would take to the bank as a renewal and substi- 
tute it for the previously given note. The sales 
concern would then — to return the previous 
note to its customer. he bank never surrendered 
notes to the sales concern prior to receiving pay- 
ment or renewal notes therefor. The sales con- 
cern has gone into bankruptcy and the bank now 
holds notes of its customers for a much larger 
amount than is actually due from the customers. 
The bank seeks to recover the amount of the notes 
as a holder in due course and the customers claim 
the bank acted as the agent of the sales concern 
and is bound by its fraud. Your opinion is de- 
sired. 

Opinion: The Negotiable Instruments Act 
provides: 

“Sec. 14. Where the instrument is want- 
ing in any material particular, the person in 
possession thereof has a prima facie au- 
thority to complete it by filling up the blanks 
therein. And a signature on a blank paper 
delivered by the person making the signa- 
ture in order that the paper may be con- 
verted into a negotiable instrument operates 
as a prima facie authority to fill it up as 
such for any amount. In order, however, 
that any such instrument, when completed, 
may be enforced against any person who 
became a party thereto prior to its comple- 
tion, it must be filled up strictly in accord- 
ance with the authority given and within a 
reasonable time. But if any such instru- 
ment, after completion, is negotiated to a 
holder in due course, it is valid and effectual 
for all purposes in his hands, and he may 
enforce it as if it had been filled up strictly 
in accordance with the authority given and 
within a reasonable time.” 

Your bank did not stand in the relation 
of agent of the automobile sales concern 
but was a purchaser of paper indorsed by 
it before maturity for value. As such, your 
bank was a holder in due course of its 
customers’ paper and has the right of full 
enforcement as provided in the last sen- 


tence of Section 14 above. 


Guarantee Where Indorsement 
Restrictive 


HIE reason for requiring a check which 

contains a restrictive indorsement to be 
specifically guaranteed is because, without 
such guarantee, the bank which holds paper 
under such indorsement, being a mere agent, 
would not be responsible if prior indorse- 
ments were forged after the proceeds were 
remitted to its principal. 


From New York: As we understand it, any 
checks with restrictive indorsement, such as “De- 
posited to the credit of,” “pay to the order of,” 
etc., should be guaranteed by the receiving bank, 
that is, the first bank receiving same from the 
customer. 

We stamp upon all out-of-town items the phrase, 
“All prior indorsement guaranteed,” but the ex- 
changes which are sent to the various banks here 
in the city do not have this phrase. 

Will you kindly advise us if, in your opinion, 
the items which are exchanged by messenger to 
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the various local banks should have this phrase? 
As we understand it, all rulings hold that re- 
strictive indorsements must be specifically guaran- 
teed. If in your opinion, this should be done, I 
think the various banks in the city will be glad to 
do this, but at present, no one seems to know 
whether this should be done or not. There is no 
clearing house in this city, simply an exchange of 
items by messenger between the banks. 


Opinion: The reason why the payor bank 
desires guaranty by the presenting bank of 
checks bearing restrictive indorsements, is 
that a restrictive indorsement being mere 
agent-creating and not title-conveying, the 
payor bank would have no recourse upon 
the presenting bank in case a prior indorse- 
ment was forged, after the proceeds had 
been paid over by the presenting bank to 
its principal. 

It would seem to me this same reason 
would apply equally to checks exchanged 
by messenger in the same town as in the 
case of out-of-town checks. In other words, 
where a bank receives a check from a cus- 
tomer under restrictive indorsement, it is 
a mere agent and does not own the check 
and if a prior indorsement should be forged 
and the money collected had been paid over 
to the customer, the drawee bank would 
have to look to the customer and could 
not hold the collecting bank. 

I would say, however, that the indorse- 
ment “pay to the order of” referred to in 
your letter, is not a restrictive but a title- 
conveying form of indorsement. 


Will Search 


UESTION is submitted as to the dis- 

position of a will of a deceased owner 
of a safe deposit box in New York where 
the box is opened in the presence of the 
executor named or his attorney and of the 
representative of the State Tax Department. 
Should the bank deliver the will to such 
executor or his attorney or directly to the 
surrogate? Opinion: Since 1920 the statute 
in New York confers jurisdiction upon the 
surrogate to make an order for will scarch 
and deed to burial plot, alleged to be in a 
safe deposit box, in the presence of desig- 
nated persons, including a representative of 
the State Comptroller and for delivery of 
the will by the bank directly to the clerk 
of the Surrogate’s court and the practice in 
New York City conforms to this legislation. 
Probably a bank, without court order, would 
be safe in permitting the opening of a box 
for this purpose in the presence of an officer 
of the bank and representative of the State 
Comptroller but the wunprobated will, if 
found, should be delivered directly to the 
clerk of the Surrogate’s court and not to 
the prospective executor or his attorney. 
Such disposition of the burial plot deed 
should be made as the circumstances would 
seem to justify. 


From New York:—At a meeting of the Safe 
Deposit Association of Central New York, held in 
Rome last Saturday, considerable discussion ensued 
as to just what course.a bank should pursue re- 
garding the disposition of the will of a deceased 
box owner. In other words, we will assume that 
the box is opened in the presence of the executor 
or his attorney and also in the presence of a repre- 
sentative of the State Tax Department. The ques- 
tion then arises as to whether or not the will 
should be delivered to the executor or his attorney, 
or should it be delivered personally to the surrogate 
of the county by the bank. This discussion prob- 
ably arose because of an item appearing in a 
recent circular letter of the New York State 


Bankers Association in which the statement is 
made that many banks now consider it their duty 
to deliver wills under such circumstances, directly 
to the surrogate for probate. If you have given 
this matter any thought we shall be more than 
glad to have your views covering same. 


Opinion: I think the better practice is 
for the bank to retain custody of the will 
and deliver it directly to the Surrogate for 
probate. If delivery is made to the person 
claiming to be executor or to his attorney 
befo:e the will has been proved, there is al- 
ways the possibility of its misplacement or 
even its destruction in the event it is a 
disappointment to the one to whom delivered. 

In the matter of Ackerman, 103 Misc. 
(N. Y.) 175, (1918) Surrogate Fowler said: 
“It has been the practice of this Court upon 
application of interested parties to sign or- 
ders permitting the inspection of safe de- 
posit boxes held in the name of a deceased 
person, in the presence of an officer of the 
safe deposit company and a representative 
of the State Comptroller for the purpose of 
discovering a will, but the order so granted 
prohibits the removal of any article from 
the box except a will, if one be found, in 
which event the safe deposit company is 
ordered in each instance to deposit the same 
in this Court. I have always questioned 
the power of the Surrogate to grant an 
order such as the one referred to or his 
power to compel the inspection so permitted 
by order, in case of the refusal of the safe 
deposit company to comply therewith; but, 
however that may be, the practice has con- 
tinued. It makes for the convenience of 
those interested in the estate of deceased 
persons and at the same time fully pro- 
tects the safe deposit company by having 
the contents of the safe deposit box 
undisturbed.” 

At the time the above was written, there 
was no statute in New York upon the sub- 
ject. In 1920 the Legislature enacted Chapter 
454 which provides in part: 

When it is made to appear to a Surrogate 
of any county ‘in this state that a safe de- 
posit company, trust company, bank, person 
or corporation has in its possession or 
under its control papers of a decedent of 
whose estate such court has jurisdiction, 
or that the decedent had leased from such 
a corporation a safe deposit box, and that 
such papers or such safe deposit box may 
contain a will of the decedent, or a deed to 
a burial plot in which the decedent is to 
be interred, he may make an order directing 
such safe deposit company, trust company, 
bank, person or corporation to permit a per- 
son named in the order to examine such 
papers or safe deposit box in the presence 
of a representative of the Comptroller of 
the State of New York and an officer of 
such safe deposit company, trust company, 
bank or corporation or agent of such person, 
and if a paper purporting to be a will of the 
decedent, or the deed to a burial plot is 
found among such papers, or in such box, 
to deliver such will to the clerk of the 
Surrogate’s Court of such county, or such 
deed to such person as may be designated 
in such order. The clerk of said court shall 
furnish a receipt upon the delivery to him 
of the will.” 

By this statute, it is seen, jurisdiction is 
conferred upon the Surrogate to make an 
order for will search and for delivery of 
the will to the clerk of the Surrogate’s 


Court; also for search of a deed to a burial 
plot to be delivered to some person desig- 
nated in the order. The general practice 
in New York City is to require the inter- 
ested parties to procure such an order. 

Probably, however, a bank would be safe, 
even without court order, in permitting 
opening of the box of a deceased box-renter 
in the presence of a representative of the 
State Comptroller and an officer of the bank 
to permit search for a will and deed to a 
burial plot, nothing else to be taken from 
the box, provided the will is taken in charge 
by the bank and delivered directly to the 
clerk of the Surrogate’s Court and such dis- 
position made of the deed to the burial plot 
as the circumstances would seem to justify. 
But the practice would seem unsafe to de- 
liver the unprobated will directly to the per- 
son therein named as executor or to his 
attorney. 


e 
New Digest of Legal 
e 
Opinions 

EMBERS of the Association who have 

derived benefit from the replies to 
legal questions, and especially those who 
have the 1921 edition of the Digest of 
Legal Opinions of the General Counsel, 
will be interested to learn that a new and 
enlarged edition is now on the press and 
will shortly be issued in two volumes bear- 
ing the title “Paton’s Digest.” The new 
Digest contains not only a summary of 4700 
legal opinions on banking questions, about 
half of which have been rendered since the 
1921 edition, together with the full text of 
many of these opinions, but also all the im- 
portant statutes affecting banking, federal 
and state, such as the Federal Reserve, Na- 
tional Bank and Bankruptcy Acts, the Ne- 
gotiable Instruments, Warehouse Receipts, 
Bills of Lading, Stock Transfer and over 
thirty other important statutes of a general 
nature, all brought down to date. There are 
over 20,000 legal citations with a total of 
11,527 cases, which will make the volumes 
of peculiar value to the attorney for the 
bank. 

All the important problems in the law of 
safe deposit and safekeeping, joint accounts, 
bank collections, forged and altered paper, 
bank taxation and numerous other subjects 
of banking concern are fully covered, with 
approved forms of agreements relative to 
these and a variety of other subjects for 
which there is constant demand. 

Special care has been taken in the prepara- 
tion of the index which, with cross refer- 
ences, is unusually complete. It has been 
recognized that this is the key to the whole 
contents and it has been constructed with 
the end in view of enabling the busy banker 
or attorney to find out what he wants with 
the minimum of time. 

The new volumes will comprise a total of 
2750 pages, 7 by 10. The Digest is copy- 
righted by the American Bankers Associa- 
tion and is being printed by the Lawyers 
Cooperative Publishing Company of Roch- 
ester, N. Y. The cost is $20 with a pre- 
publication price of $15 ending January 20, 
1926. The volumes will be published under 
the name of “Paton’s Digest, Grand Central 
Terminal Building, New York City.” 
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The Condition of Business 


A Continued Rapid Pace of Business Activity Shown by Record 
Holiday Trade and Other Reports. Gains in Business Volume 
For the Year Distributed Throughout the Country. Temporary 
Credit Expansion in December. Improved Living Standards. 


HE new year opens with general 

business activity continuing at a high 

level. Weekly reports during Decem- 

ber on the volume of bank debits in 
140 centers outside New York City showed 
a total higher than ever before at this time 
of year. Railway traffic was likewise sub- 
stantially higher than usual, exceeding a mil- 
lion cars a week for the first time in any 
December. These reports are perhaps the 
best weekly ones available to indicate the 
course of general business activity. Pre- 
liminary figures covering retail holiday trade 
were also satisfactory. In the case of the 
New York area, reports from leading de- 
partment stores on holiday trade between 
December 1 and 24, inclusive, indicated a 
gain of 8 per cent over December, 1924, 
which was the previous high mark for de- 
partment store business. Total sales for 
the year appear to have increased 5%4 per 
cent over last year, compared with gains of 
414 per cent in 1924, and 8 per cent in 1923. 
The December increase was reported to have 
been rather generally distributed throughout 
the various departments. 

A continuing feature of the busi- 
ness situation is the absence of any 
rise in general commodity prices. 
The Department of Labor’s whole- 
sale price index, which covers over 
400 commodities, was unchanged in 
November at 158 per cent of the 
1913 average, and two points lower 
than at the beginning of the year. 
During the first three weeks of 
December, a further downward ten- 
dency in prices was indicated by a 
decline in the New York Federal 
Reserve Bank’s weekly index of 
twenty basic commodities to the 
lowest point in more than a year. 
This index includes the principal 
commodities which are dealt in on 
the great organized markets of the 
country, and therefore are quick to 
reflect any inclination toward specu- 
lation. 


Recent Credit Tendencies 


ECENT developments in the 

field of money and banking 
have been quite in line with those 
which usually occur at this time of 
the year. As is customary at De- 
cember 15, as well as the other Fed- 
eral quarterly tax dates, the New 
York money market became tempor- 
arily easier. This results from the 
fact that the funds disbursed by the 
Treasury on December 15 and other 
tax dates, chiefly for redemption 
of certificates and notes, and pay- 
ment of interest on the public 
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debt, greatly exceed income tax col- 
lections and other withdrawals from the 
money market. Gradually, however, rates 
become firmer again, as tax checks are col- 
lected, and funds are withdrawn to other dis- 
tricts. 

Additional factors making for firmer con- 
ditions in the money market, especially in 
the latter part of December, were the cur- 
rency requirements of the holiday retail trade 
and preparations for the first-of-the-year 
disbursements in interest and dividends. As 
a result of these influences, call money rose 
to 5 per cent for most of the month, and 
during the last few days touched 6 per cent. 
This seasonal demand for currency and 
credit led to greater use of reserve bank 
funds; total bills and securities of the re- 
serve system increased in December to the 
highest level in nearly four years, while 
federal reserve note circulation expanded and 
cash reserves declined. 

With the exception of the temporary in- 
crease in stock exchange money rates toward 
the end of the year, other money rates have 
generally remained steady in recent weeks. 


DOLLARS 


OTHER TIME DEPOSITS IN 


4 
BUILDING & LOAN 
ASSOCIATIONS’ ASSETS 
IN $100,000,000; 


Rates 1or prime commercial paper continued 
at 4% to 4% per cent, with supplies of paper 
at the lowest point since 1921, owing chiefly 
to low rates offered by banks directly to 
borrowers. The following table, comparing 
the level of money rates at the end of Decem- 
ber with that of a year ago and with the 
low level of midsummer, 1924, indicates that 
advances in the past year and a half have 
been chiefly in rates on loans secured by 
stock exchange collateral, accompanying un- 
usual stock market activity. While call loan 
renewals have advanced from 2 per cent to 
5 and 6 per cent, commercial paper and bill 
rates have increased by only about 1% per 
cent. 


Week of Week of 
Dec. 30, Dec. 30, 
Low, 1924 1924 1925 
Call money, re 
newals ....... 2% 3-3%4% 5-6% 
Time money, 60- 
90 days ...... 2u%-2K%% 3%-3U%% 4%-5% 


per, 4-6 mos... 3-3%4% 3%-3%% 4%-4%% 


Further light on the character of the 
business situation in the year 1925 is 
furnished by recent statistics which 
bear out the statements previously 
made that industrial production has 
averaged much higher than in 1924 
and that goods have moved into dis- 
tributive channels and into the hands 
of consumers in an unusually large 
volume. Tendencies in the various 
federal reserve districts are evident 
from the following table, which 
gives cumulative figures (in millions 
of dollars) of the total of bank 
debits to individual accounts during 
the first 11 months of 1924 and 1925. 
Bank debits are perhaps the best 
single index of the condition of busi- 
ness, since they cover probably 85 
to 90 per cent of the total purchases 
of all kinds in this country. The 
figures for New York City are 
shown separately from the other 
clearing house centers: 


“SCALE FOR 
CLEARINGS 
IN BILLIONS 


LIFE INSURANCE... 
COMPANIES ASSETS 


IN 1,000,000,000 


OUTSIDE CLEARINGS 
IN 19)3 DOLLARS 


1915 1920 


1905 1910 


Growth of various forms of personal savings, actual and 


in 1913 dollars. 
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N 
ax 

(Millions of $) .¢7 
First 11 months 
F. R. District 1925 1924% || 

n 
$26,303 $23,207 113 

2. New York (exc. 

12 N. Y. City).. 8,638 7,553 114 
3. Philadelphia ... 22,848 20,530 111 
4. Cleveland ..... 26,073 23,307 112 
5. Richmond ..... 8,315 7,502 111 
37.723 30,668 114 
Se. ..... 13,000 11,553 113 
9. Minneapolis ... 8,190 7,391 111 
10. Kansas City ... 12,780 11,471 111 
6,370 5,681 112 
jo28 12. San Francisco.. 29,581 26,900 110 


Total, 141 centers.$232,365 $206,331 113 
New York City. 283,059 236,203 120 


Total. 141 centers.$515,425 $442.534 117 
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It is seen that for the first 11 months of 
1925 total debits in 140 clearing house cen- 
ters outside New York city were 13 per 
cent larger than in the corresponding period 
of 1924. This percentage of increase was 
fairly uniform throughout the various dis- 
tricts except in the Atlanta district, whose 
higher percentage of increase probably re- 
flects, to a considerable extent, the greater 
business activity in Florida. In the case of 
New York city, the pronounced increase re- 
sults in large part from the unusual stock 
market activity in 1925. While earlier in 
the year the increases over 1924 varied con- 
siderably as between the several sections of 
the country, these differences were later 
levelled up, so that for the full 11 months 
every district shared about equally in the 
expansion of business. 

Substantially the same picture appears in 
the figures of car-loadings of merchandise 
and miscellaneous freight. These classes of 
freight, which amount to about 60 per cent 
of the total, include manufactured articles, 
shipments in less-than-carload lots, and other 
products well along in preparation for the 
use of the ultimate consumer. Figures are 
available for the first 50 weeks of 1923, 
1924, and 1925, according to the districts 
used by the American Railway Association 
in its classifications. These show that for 
the entire country loadings of such freight 
in 1924 were only 1 per cent larger than in 
1923, whereas in 1925 they were 9 per cent 
larger than in 1923. Although every dis- 
trict shared in the increase in 1925, gains 
were particularly marked in the southern and 
southwestern districts. 


Two Important Factors 


HE high level of business activity dur- 
ing the past year has reflected, more than 
any other factors, unprecedented activity in 
building construction and in the automobile 


industry. Automobile production appears to 
have exceeded the total for 1923, which was 
heretofore the year of greatest output. In 
the building industry,. the volume of new 
construction, measured either by the F. W. 
Dodge Corporation’s reports of contracts 
awarded, or by S. W. Straus & Co.’s figures 
of permits issued, amounted in the first 11 
months of 1925 to far more than in the 
whole of 1924. It seems probable that the 
complete figures for the year will reach, if 
not considerably exceed, six billion dollars. 

Expansion in building has not been con- 
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fined to any one section of the country. Al- 
though at the beginning of the year building 
operations in New York city were running 
much below 1924, this situation has recently 
been reversed, and the gain for the first 11 
months in the Greater city amounted to 9 
per cent. Noteworthy gains have also oc- 
curred in the New England states, in the 
southeastern states, and in the central west. 
Taking -the country as a whole, residential 
building continues to lead all othér types, 
but business and commercial construction 
has also shown a substantial gain. 
Unprecedented activity in building and 
automobile production has been at once both 
an important cause of general business pros- 
perity and a chief effect of prosperity. Dur- 
ing the past few years, business in general 
has been carried on with efficiency. Manu- 
facturing capacity has been ample, labor 
troubles have been unimportant, and trans- 
portation has been rapid. The combination 
of these forces has made it unnecessary for 
merchants and manufacturers to accumulate 
large inventories, as had been the case at 
other times when inadequate industrial 
capacity, labor troubles, and congested trans- 
portation made it unwise to trust to moder- 
ate and frequent orders. The absence of 
any necessity for accumulating large in- 
ventories has contributed to the general sta- 
bility of commodity prices, and through the 
decreased demand for credit with which to 
carry goods, it has been an important factor 
in keeping interest rates relatively low. 
This general efficiency in business has 
contributed to a higher standard of living 
in this country. A comparison of the Fed- 
eral Reserve Board’s index of production in 
principal lines of industry with its index of 
employment in factories indicates, in a rough 
way, a substantial increase during the past 
three or four years in the amount of output 
per worker employed. This tendency has 
been paralleled, roughly, by an increase in 
“real” income of the industrial worker by 
reason of a substantial decrease in the cost 
of living during a period when earnings, 
both of factory operatives, factory office 
workers, and unskilled common labor, were 
holding close to record levels. In a general 
way, it may be said that the worker has 
been able to enjoy a higher standard of liv- 
ing because he was producing more. The de- 
mand for better types of residences, the 
tendency for population to move to the sub- 
urbs, and the demand for automobiles, have 
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The changing skyline at Miami, Florida 
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all been important ways in which this in- 
creased margin of real income has made it- 
self felt. 


Dollars Saved Worth More 
Now 


HE dollar saved has also increascd stead- 

ily in value during the past five years. 
The Savings Bank Division of this Associa- 
tion has reported an increase of two billion 
dollars, or 9 per cent, in the volume of sav- 
ings deposits of this country for the year 
ended June 30, 1925. In the January, 1926, 
issue of its Monthly Review, The Federal 
Reserve Bank of New York, reporting the 
results of a study of the subject, notes that 
this has been about the average rate of 
growth during the past twenty-five years, 
despite fluctuations in business conditions, 
extent of employment, wages and _ salary 
rates, and cost of living, which ordinarily 
might be expected to affect the growth of 
savings. The Bank says, however, that 
“while these changes in conditions appear to 
have had little effect on the growth of sav- 
ings deposits, they have had an important 
influence on the significance of savings de- 
posits. A dollar on deposit today is very 
different from a dollar on deposit a few 
years ago, largely because of changes in the 
cost of living. Between 1913 and 1920 the 
cost of living more than doubled, which 
means that in 1920 a dollar in savings de- 
posits would buy only about 50 per cent as 
much as a dollar in 1913. At the present 
time the cost of living is approximately 75 
per cent above 1913, so that the present dol- 
lar in savings deposits has only about 57 per 
cent of the power of the 1913 dollar.” 

The diagram appearing on the preceding 
page, published by the Bank, gives an ap- 
proximate picture of the actual purchasing 
power of savings at different periods during 
the past quarter century. Figures of the sav- 
ings and time deposits of all banks, the assets 
of building and loan associations, and life 
insurance companies, have been reduced as 
nearly as possible to 1913 dollars. While 
personal savings may take other forms not 
so readily measurable, such as investment in 
securities (particularly in the period when 
Liberty bonds were being bought), neverthe- 
less it is thought that the figures illustrate in 
a rough sort of way, the cifference between 
nominal and real savings, and show the in- 
crease in real savings in the past five years. 
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Begin the New Year with a Thorough 
Analysis of your Bond Holdings 


ANALYSIS CHART OF BOND HOLDINGS 


ERIODICAL check-up of bond holdings, even in banks, may become 

something of a “routine” matter. Areport that holdings are sound and 
represent a certain value should be supplemented by an analysis of the 
structure of the entire group of holdings—to show the extent of diversi- 
fication, degree of marketability, spread of maturities, etc. 

Many banks and institutions have us make a very complete survey of 
their bond holdings from time to time. Performance of this service led to 
the development of a simple chart which banks can use themselves. 

The use of this chart will show the structure of a list of bond 
holdings— preliminary to an analysis of the individual 
securities. 

We shall be glad to send a copy of this 
chart to any bank upon request, 
and without obligation. 


PUBLIC UTILITY 


INDUSTRIAL 


Section of chart shown 
here is greatly reduced. 
It folds compactly to size 
4 inches by 8) inches. 


HALSEY, STUART & CO. 


INCORPORATED 


CHICAGO NEW YORK PHILADELPHIA DETROIT CLEVELAND 

201 South LaSalle St. 14 Wall St, 111 South 15th St. 601 Griswold St. 925 Euclid Ave. 
ST. LOUIS BOSTON MILWAUKEE MINNEAPOLIS 
319 North 4th St. 85 Devonshire St. 425 East Water St. 610 Second Ave.,S. 


When writing to advertisers please mention the American Bankers Association Journal 
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The Federal Reserve Board Studies 
Legal Bank Reserves 


By LEWIS ALEXANDER 


Seeks to Formulate a Logical Theory of Reserves and Learn What 
Effects of Proposed Changes Would Be. Indications Are That It 
Will Not Seek Legislation from Congress. Fear Reduction in Re- 


HE Federal Reserve Board is mak- 
ing an intensive study of the legal 
reserves of banks. It has quietly 
been examining into the needs and 

the reasons for the present laws that make 
all chartered banks set aside a certain por- 
tion of their deposits so that they may al- 
ways be in a position to meet the demands 
of their depositors. 

The object of the study, it is understood, 
is to formulate a logical theory of reserves 
and to be prepared to advise Congress as 
to how proposals to change the various re- 
serve requirements would affect banking, 
in event legislation dealing with bank re- 
serves were brought up in the House of 
Representatives or in the Senate during 
the present session; or, if the inquiry showed 
that the reserve requirements could be made 
less onerous on the banks without the sac- 
rifice of safety, to recommend revision of 
the lawful reserves. 

Governor D. R. Crissinger of the Fed- 
eral Reserve Board states that the study 
has not been completed and that the Board 
is therefore unable to set forth any con- 
clusions on the subject. However, it has 
been indicated that the Board does not feel 
sufficiently great benefits could be derived 
from the suggestions that have been made 
as to changes in the reserves to warrant it 
seeking a re-opening of the question in Con- 
gress, which doubtless would bring forth 
a flurry of proposals that might produce 
adverse results. 


Not Favorable to Change 


b pen study for the Reserve Board has 
been made by a committee of Federal 
Reserve agents from the various regional 
banks. For several months, they have been 
digging into the whys and wherefores of 
the existing percentages. Their report has 
been laid before conferences of the gov- 
ernors of the regional banks and the Federal 
Reserve agents but, thus far, it may be 
stated the results of the final workout have 
not appealed to the officials of the system 
as presenting conclusive reasons for a 
change in the law at the present time. 
However, the study is not regarded as 
completed and the inquiries are going along. 

Just as the United States occupies a 
unique position among nations for its sys- 
tem of independent unit banks, the require- 
ment that incorporated banks shall have 
statutory reserves is another unique feature. 
In virtually every other country the decision 


serves Would Make for Expansion in Credit. Inquiry Continues. 


as to what proportion of the deposits shall 
be set aside uninvested for reserve purposes 
is left to the discretion of the officials of 
each institution. The statutory reserve, in 
this country, has been long recognized. 
Louisiana, even before the passage of the 
National Bank Act, declared that one-third 
of the deposits should be kept in specie to 
meet the combined liability of notes and 
deposits. 

The passage of the Federal Reserve Act 
brought about a change in the reserves that 
the chartered banks had to carry. In 1917, 
these requirements were lessened for the 
Act was amended so as to leave to the dis- 
cretion of each bank the amount of cash 
that it would retain in its own vaults, but 
it was specified that the whole of the legal 
reserves, which were definitely fixed, should 
be kept on deposit with the Federal Reserve 
Banks. This step was a half-way step to- 
ward the European system of leaving to 
the judgment of the bank management the 
reserves that are maintained. The practical 
effect of these amendments was to reduce 
the amount of funds uninvested, but to in- 
crease the reserve with the Reserve banks. 


States Cut Reserves, Also 


BOUT this time, the movement toward 

a reduction of reserve requirements 
seemed to have a sympathetic effect on the 
various states because they proceeded to 
whittle down the reserves, also. So, in a 
good many states, the statutory reserves 
were much lower than those a member bank 
would have to maintain. Nearly every 
state had different laws on reserves but the 
majority of them enacted legislation permit- 
ting state member banks to substitute the 
reserve requirements of the Federal Reserve 
Act for their own. The Federal Reserve 
System encountered greater difficulty in per- 
suading banks located in states having lower 
reserve requirements than its own to join, 
because the bankers produced figures show- 
ing just how much more membership would 
cost them in two ways—first by being re- 
quired to carry a larger part of their de- 
posits uninvested and second by failing to 
receive any interest on their reserve balances. 
To see what might possibly be done to 
meet the views of the banks that suggested 
changes in the statutory reserves, the Fed- 
eral Reserve Board several years ago ap- 
pointed a committee to investigate the ques- 
tion to learn if a more logical, simple and 
practical method of calculating reserves 
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could be determined. 

From 1917 on until last spring, the ques- 
tion of reserves has been more or less in 
the background. But last March, Repre- 
sentative McFadden, of Pennsylvania, the 
chairman of the Committee on Banking and 
Currency in the House of Representatives, 
announced that he would move to enact 
a law permitting country banks to carry 
part of their legal reserves in the form of 
cash in their own vaults or on deposit with 
their reserve city correspondents. This an- 
nouncement doubtless quickened the study 
that had been underway for some time. 


Credits Based on Reserves 


various percentages of a_bank’s 
funds that are required to be set aside 
have been fixed more largely by the rule 
of the thumb than by any scientific theory, 
although the underlying reasons for statu- 
tory reserves are real and not arbitrary. 
Bankers have recognized that there is a 
more or less intimate relation between bank 
reserves as fixed by law and the volume of 
bank credit extended so reserves tend to hold 
within certain limits the amount which 
credit can be granted. In this way reserves 
act as a check on inflation. 

One of the bases of bank reserves is the 
velocity of turnover. This factor has dic- 
tated the fixing of the different percentages 
for country and city banks. As the turn- 
over of deposits in the big cities is swifter 
than in the country, the reserve city banks 
are required to carry a greater proportion 
of their funds uninvested than the country 
banks because the possibility of demand is 
greater. In the rural districts, the likeli- 
hood of a continuing large demand for de- 
posits is considerably less than in the cities 
and this accounts for the lowest reserve 
requirement on demand funds, which is only 
7 per cent. 

It is understood that the Federal Reserve 
Board does not well see how this reserve 
can be reduced more. In the United States, 
the organization of a bank is relatively easy 
as is indicated by the increase in the number 
of chartered institutions at the rate of al- 
most a thousand a year since 1900. The 
mortality among the smaller banks has been 
so heavy that the Board is said to be of 
the opinion that this influence for safety 
should not be made less potent. 

Of the changes in the reserve require- 
ments that have been proposed, none 
has received more serious consideration than 
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the reduction in the percentage of reserves 
required on time deposits. During the past 
few years, there has been a marked growth 
in the volume of time deposits in commer- 
cial banks. While the Reserve System re- 
quires the maintenance of 3 per cent re- 
serves, some have contended that there is 
really no need for the carrying of any re- 
serves on savings and time deposits. In 
many of the states, no reserves are required 
on savings deposits when these funds are 
secured and segregated. 

Walter Wyatt, general counsel to the Fed- 
eral Reserve Board, has recommended to 
the Board that the National Bank Act be 
amended in such a way as to require national 
banks receiving savings deposits to establish 
separate savings departments, the assets of 
which would be segregated and kept distinct 
from the assets of the commercial and trust 
departments. If it were not considered ad- 
visable to compel all national banks to estab- 
lish separate savings departments, he sug- 
gested a compromise which would make this 
step optional with the banks or require 
them to establish these departments only in 
those states in which state banks are re- 
quired to do so. In the case of a failure 
of a national bank under the present law, 
which sanctions the mingling of savings 
funds with the general assets of the bank, 
Mr. Wyatt points out that the savings de- 
positor is at a disadvantage. In the event 
of a run, the bank may exercise its right 
to require thirty days’ notice of the inten- 
tion to withdraw savings deposits, while the 
commercial depositor would be permitted to 
withdraw on demand, and possibly leave the 
savings depositor to share in only the as- 
sets remaining after the collapse. 

If there were a segregation of savings 
deposits, it doubtless would make the mem- 
bers of the Reserve Board more inclined 
to support the lessening of reserves on time 
deposits. But, at this time, it is said nothing 
of this kind is contemplated. 

There has never been any likelihood of a 
lowering in the reserve requirements of the 
banks in the central reserve and reserve 
cities, but if some way could be found to 
place the member banks on as good a foot- 
ing as non-member banks in every state 
without lessening the protection to their 
depositors, it would receive sympathetic 
consideration. The difficulty about this is 
that several states have reduced their re- 
serves to a point that the Reserve System 
does not feel it is justified in going. 


McFadden Proposal Opposed 


McFadden proposal would permit 
the country banks to count cash in their 
vaults as part of their legal reserves, or 
be allowed to count balances on deposit with 
their correspondent city banks for the same 
purpose. The bill as first introduced sanc- 
tioned the carrying of 40 per cent of the 
required reserves in this manner, but Mr. 
McFadden explained the figure did not rep- 
resent a definite conviction, explaining that 
it had been named tentatively for the pur- 
pose of affording a basis of discussion. The 
object of the amendment, he stated, was to 
make it more attractive for a small bank 
to join the system as it would permit them 
to draw interest on a part of the reserves 
now impounded without interest. Organized 
banking has gone on record against the pro- 


AMERICAN BANKERS ASSOCIATION JOURNAL 495 


Competent 
Counsel 


LEANING too much on 
one’s own views produces 
bias—consulting a good 
bank restores balance— 
this Bank’s advice has a 
background of 101 years. 


THE 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK) 


B’WAY at CHAMBERS, FACING CITY HALL 
FIFTH AVENUE at TWENTY-NINTH STREET 
MADISON AVENUE at FORTY-SIXTH STREET 


posal to count cash in vault as part of the 
reserves and officials of the Reserve system 
have pointed out that, as there is an intimate 
relation between bank reserves as fixed by 
law and bank credit, any act, which would 
apparently diminish bank reserves, would 
have the effect of enlarging, if not actually 
inflating, credit. 

While his bill—which should not be con- 
fused with the McFadden-Pepper bill now 
before Congress—does not propose a reduc- 
tion in the reserve percentages, it would 
cause country banks to keep a smaller 
amount of their funds uninvested and the 
effect would be to make more money avail- 
able for credit uses. In view of the present 
credit situation, the reception that any in- 
flationary step would receive would be of 
doubtful warmth. 

There has been considerable agitation on 
the part of country banks to be permitted, 


in arriving at the net balances on which 
reserves are calculated, to deduct checks 
in the process of collection through the Fed- 
eral Reserve Bank from their gross deposits. 
This practice is sanctioned only in the case 
of banks that carry deposits of other banks, 
so the smaller banks, which do not have 
other banks’ deposits, do not come within 
the scope of this provision. In determining 
reserves, banks acting as correspondents are 
allowed to deduct balances due to banks 
from the balances due from banks, so the 
country banks maintain they should not be 
required to include in their deposits, checks 
that have not been actually collected. 
These are but a few of the angles in the 
question of reserves that the Reserve 
Board’s inquiry has touched, but they in- 
dicate the lively interest in the subject that 
touches the daily operations of most of the 
banks—regardless of their size. 
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The Function of the Security 
Collateral Loans 


By E. H. H. SIMMONS 
President, New York Stock Exchange 


Call and Time Loans Enable the Financial Middlemen to Hold 


Floating Supply of Listed Securities. 


When Issues Are First 


Offered, Demand From Permanent Investors is Not Great Enough 
to Absorb Them, So Dealers Must Hold Certain Proportion. 


N recent months there has been con- 
siderable discussion regarding the pres- 
ent aggregate amount of funds loaned 
on security collateral. 

An essential factor in any discussion of 
this subject is a clear realization of the 
useful and beneficial economic functions 
which our call and time loans perform in 
the nation’s business. Security collateral 
loans cannot be viewed as quite distinct 
from the ordinary accommodation extended 
to business by banks, or as a merely tem- 
porary convenience to lending institutions 
between periods when American business 
seeks the maximum accommodation from 
them. For it is by means of security collat- 
eral loans that it is possible to distribute 
to investors throughout this country, the 
larger and larger government and corporate 
security issues required in the course of 
present day industry and trade. 

Today most large security issues are 
underwritten by a banking syndicate and 
then sold to middleman-dealers, who in turn 
retail them to the American investing pub- 
lic. Frequently it is necessary or advisable 
for issuing syndicates to carry a certain pro- 
portion of such underwritten security issues 
—for the time being, at least—by means of 
loans upon them. 

In the same way, security dealers resort 
in the ordinary course of their business to 
borrowing on the collateral of syndicated 
issues in which they have a participation 
until these have been sold out to the public. 
Since in most cases there is not sufficient 
buying by actual permanent investors to ab- 
sorb new security flotations at once, further 
loans on the collateral of the securities in 
question are very often contracted by short- 
term investors and individual traders in 
securities. Thus, from these three sources a 
considerable volume of security collateral 
loans is regularly required even during the 
preliminary distribution effected for new 
security offerings. Few will question either 
the necessity of such security distribution 
itself, or of these time-honored and proven 
methods whereby it can be smoothly and 
steadily performed. 

Naturally the amount of security loans 
outstanding at any given time will be deter- 
mined in large measure by the preceding 
activity in security financing. Undoubtedly 
the unprecedented amount of new securities 
created and sold in this country during the 
last few years has been a prime factor in 
augmenting the aggregate amount of secur- 


ity collateral loans held by American bank- 
ing institutions during the past year. 

Thus far in the distributing process, the 
Stock Exchange plays absolutely no part, 
nor does its activities affect the amount of 
money currently loaned on the collateral of 
any securities except those listed upon it. 
In practically all cases, however, when a 
new security issue is listed on the New York 
Stock Exchange, there is not sufficient de- 
mand for it from permanent investors to 
absorb it entirely. In consequence, a certain 
proportion of the newly listed security issue 
must be held by dealers with the assistance 
of call and time loan accommodation, and 
this constitutes the floating supply of the 
issue in question. 

Without such a_ floating supply of 
listed securities, the task of maintain- 
ing a regular organized security market 
would prove an impossibility, since there 
could be no instant and ready purchasing and 
selling of issues entirely and closely held by 
investors, nor any close and stable prices 
regularly made for them. In other words, 
a floating supply of securities on the market 
is just as necessary for the individual Amer- 
ican security investor as dealers’ stocks of 
any kind of merchandise are for the average 
American consumer. Also, as is the case 
with such dealers’ stocks of merchandise, 
the floating supply of securities can only be 
carried in a smooth and economical manner 
by security dealers, with borrowed funds 
obtained from security collateral loans. 

The extensive flotation of new security 
issues in the last few years has resulted in 
very considerable increases to our listings 
on the New York Stock Exchange. Be- 
tween January 2, 1918 and October 1, 1925, 
the bonds listed on the New York Stock 
Exchange have increased about 25 per cent, 
from 1102 to 1360 issues, while listed stocks 
have increased about 60 per cent, from 627 
to 1004 issues. 

On September 1, 1925, the actual market 
value of bond listings on the Exchange ag- 
gregated more than 35% billions of dollars, 
and that of listed stock issues more than 
291% billions—making a total market value 
for all Stock Exchange listings on that date 
of over $64,500,000,000. It would be indeed 
surprising if these large additions to our 
Stock Exchange list were not paralleled by 
a considerable increase in the aggregate 
amount of time and call loans needed by 
dealers to carry the floating supply of Stock 
Exchange issues. 


496 


Apart from the steady growth of securi- 
ties listed on the Exchange, however, two 
other factors enter into any tendency for 
collateral loans on Stock Exchange securi- 
ties to increase—the current price levels at 
which they are selling and the proportion 
of listed issues held in the floating supply 
and still distributed to investors. 

It is rather easy to over-emphasize the im- 
portance of the first of these, since Stock 
Exchange prices are so universally pub- 
lished and followed by the public. Actually, 
even a major “bull market” today is of less 
consequence in augmenting security loans 
through appreciation of the collateral, than 
is the factor of steady net additions to the 
list. So vast is the present Stock Exchange 
list that a considerable rise in a few groups 
of stocks adds proportionately little to the 
market value of the whole list. Moreover, 
lenders have their own way of offsetting 
such rising security prices, by increasing 
security collateral loan margins and writing 
down the values of the collateral. 

Such statistics as are available on the 
subject, however, go to show that the 
floating supply of securities tends to in- 
crease toward the top of a “bull market,” 
and to decrease toward the bottom of a 
“bear market.” This is caused by investors 
selling out their holdings when prices are 
high and purchasing shares heavily when 
they are cheap. 

Because of this flexibility of the floating 
supply of listed securities, rising prices of 
shares tend to increase time and call loans, 
and declining prices ultimately to decrease 
them. But it should also be noticed that this 
process in a normal business cycle acts as 
an effective brake upon over-violent swings 
in the market, as well as upon any undue 
expansion of loans or security collateral. 

This is one of the basic reasons why 
over-high stock prices topple from their 
own weight, even without artificial pressure 
from lenders to restrict funds from enter- 
ing the call and time loan markets. 

In any case, security collateral loans are 
an indispensable factor not only in the steady 
increase of security investing by the entire 
public of this country, but also in present 
day government and corporation financing. 
Banks which, by lending their funds in the 
time and call loan markets, assist these fun- 
damental financial processes, are indirectly 
but none the less surely playing a construc- 
tive part in assuring the steady growth of 
American industry and commerce. 
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One of the private offices of the American Woolen Company at Shawsheen Village, Mass. The floor of 
Armstrong’s Cork Tile is laid out in panels made up of 3 x 12” medium shade tile 
surrounded by a 3-strip border of the same material 


HEN it comes to choosing a floor for 

the bank or office, if you will make a 
fair comparison you are practically certain 
to decide on Armstrong’s Cork Tile. It almost 
decides itself, for no other flooring so com- 
pletely combines a// the qualities essential for 
such floors. 

Armstrong’s Cork Tile is distinctive in ap- 
pearance; by no means a “showy” floor, but 
nevertheless noticeably different in color and 
design, and with characteristics that give it a 
very agreeable individuality. Outstanding 
among these are its comfort and quietness. It 
has the springy resilience of natural cork and 


The Question of Floors Is Not Hard to Decide 


is almost as easy underfoot and as silent to the 
tread as a carpet. 

But with all this, Armstrong’s Cork Tile is 
remarkably durable. Years of service leave 
hardly a trace of wear. It is not readily 
stained or marred, is easily cleaned, and needs 
no polishing, varnishing or waxing. 

For the working spaces in banks, officers’ 
quarters, vaults, and directors’ rooms, Arm- 
strong’s Cork Tile is pre-eminently first 
choice. 

You will be interested in examining a sam- 
ple of the tile and the book, “Armstrong’s 
Cork Tile Floors.” Both will be sent promptly 
on request. 


ARMSTRONG CorRK & INSULATION COMPANY 
Division of Armstrong Cork Company 
176 TWENTY-FOURTH STREET, PITTSBURGH, Pa. 


Also manufacturers of Linotile Floors 


Armstrong's Cork Tile 


When writing to advertisers please mention the American Bankers Association Journal 
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High Lights in Banking During 


1925 


Extension of Credit Sets New High Record. Bank Earnings Turn 
Upward. United States Has Net Export of Gold for First Time 
Since 1919. Boom in Stock Market Brings Heavy Accumu- 
lation of Funds in New York. Nation Has 300 Fewer Banks. 


NEW record for the extension of 
bank credit stands out among the 
financial marks for 1925. 

The indications are that there 
was an expansion of more than $1,500,000,- 
000 in the loans and discounts made by the 
chartered banks during the year, the highest 
levels being reached about the middle of 
November at the height of the seasonal 
pickup in business and just before the holi- 
day period. An increase was to have been 
expected for the business turnover was 
greater than ever before and economists 
agree that there should be a normal growth 
in credit of about 4 per cent. 

For the first time since 1919, the United 
States exported more gold than the out- 
side world shipped in to its shores. The 
net loss resulting from the turn in the tide 
of gold was around $125,000,000 and was 
drained chiefly from the reserves of the 
New York banks. The effect of the with- 
drawal was to hold down the expansion of 
credit in the nation’s financial center so that 
virtually all of the enlargement in bank 
loans took place in other sections. 

There was a heavy accumulation of funds 
from interior banks in the New York finan- 
cial market, due to the continuance of the 
“bull” stock market and the consequent at- 
tractive rates on call loans required to 
finance the record breaking security trans- 
actions on the New York Stock Exchange. 


Bank Earnings Go Up 


ire ene was an upturn in the earnings 
of banks in nearly every section of the 
United States. While the higher returns 
were due mainly to the larger yields from 
interest on a greater volume of loans, a 
substantial factor was the smaller net 
amount charged off to meet losses. The 
Federal Reserve Banks—with one or two 
possible exceptions, made enough to pay 
dividends on the stock owned by member 
banks out of their earnings. 

The most significant part of the expan- 
sion in bank credit was the increase in 
loans secured by stocks and bonds. More 
than three-fourths of the increase in the 
loans and discounts of the banks was in 
the form of loans made against security col- 
lateral. The reporting member banks of 
the Federal Reserve System, on December 
16, showed an increase of $1,080,000,000 in 
loans and discounts over the corresponding 
date in 1924. Loans secured by stocks and 
bonds accounted for $905,000,000 of this 
gain. 

With the expansion in loans, the member 
banks turned more generally to the Federal 


Reserve Banks for borrowings. Discounts 
with the Reserve Banks rose from $273,- 
692,000 in January to $643,875,000 in No- 
vember. 

With the expansion in business during 
the closing months, there was an increase 
in the amount of money in circulation. 
About $250,000,000 more money was circul- 
ating on December 1 than in August. The 
indications are that there was slightly more 
than five billion dollars outstanding during 
the holiday season. 


300 Banks Fewer 


HE year witnessed a reduction in the 
number of active, chartered banks. 

The country had about three hundred 
fewer banks at the close of 1925 than at 
the begining of the year. The loss in num- 
bers was wholly among the state-chartered 
banks, as the national system gained about 
fifty banks, due to the establishment of 
more banks than were liquidated. The 
movement of state banks in Texas into the 
national system was a noteworthy develop- 
ment but more federally chartered banks 
took out state charters than state banks 
converted into national banks. There was a 
slight shrinkage in the membership of the 
Federal Reserve membership, due principal- 
ly to the absorption of member banks by 
institutions outside the System and suspen- 
sions of insolvent banks. Voluntary with- 
drawals from the System were not large and 
the net loss was around fifty banks. 

There was a net loss of nearly eight hun- 
dred banks in 1924. 

There were fewer bank failures during 
1925 than for the previous year. The ma- 
jority of closings were among the banks 
having relatively small capital. During 
1924, banks numbering 757, with capital and 
surplus of $46,643,000 were closed by the 
order of the supervising authorities. Dur- 
ing the first ten months of this year, there 
were 452 banks, with $26,383,000 invested 
capital, to fail. The figures reflect the im- 
provement in banking conditions. More- 
over most of the failures were attributed 
to losses that were sustained in former 
years, closings being ordered when it was 
seen that they would not be able to work 
themselves out of their difficulties. 


Stock Market Boom 


S 1925 was an active business year, the 
demand for funds was greater than for 
the preceding year. However, the greatest 
factor in the expansion of bank credit was 
due to the financing of security transactions 
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on the New York Stock Exchange. High 
call money rates attracted funds from the 
interior to New York. Exact figures may 
not be quoted but call loans near the close 
of 1925, soared above $3,000,000,000. Of 
this, approximately $1,700,000,000 _repre- 
sented funds of interior banks loaned for 
them by their New York correspondent 
banks. Just one year previously, funds of 
interior banks out on call amounted to only 
$863,000,000. Thus, within one year, the 
volume of interior bank funds loaned on 
call doubled. 

During the first half of the year, there 
was a steady gain in loans, investments and 
total deposits of the chartered banks. 
While the complete returns for all of the 
chartered banks are not available for the 
latter part of 1925, due to the fact that state 
bank call dates come at various times and 
the statements of condition are not always 
promptly consolidated, the returns of Sep- 
tember 28 for 8079 national banks and 1460 
state banks and trust companies, which hold 
about 60 per cent of the total loans and in- 
vestments, indicate that the volume of loans 
reached record breaking proportions near 
the close of the year, time deposits continued 
to grow although there was a decline from 
the mid-year figures in total deposits, due 
to the withdrawal of demand funds. This 
is a seasonal development, however. 

While savings deposits in the United 
States showed a two billion dollar gain for 
the year ending June 30, there were indica- 
tions of a decline in the rate of increase 
during the last half of 1925. In several of 
the bfg financial centers, the deposits during 
October and November did not keep pace 
with the withdrawals but, for the country 
as a whole, there was a gain. The decline 
was attributed to the withdrawal of funds 
for investment in Florida real estate, specu- 
lation in the stock market, the purchase of 
mortgage certificates and other forms of in- 
vestments offering a high rate of return. 


What Banking Figures Show 


progress that the nation’s banks 
made during the year is reflected in the 
consolidated figures for loans and discounts, 
investments and total deposits on three call 
dates; given in millions of dollars. 


Invest- Total 


IT ments Deposits 


-oans 
Dec. 31, 1924.... $28,243 $11,959 $39,066 
April 6........0- 28,733 12,080 39,112 
fume 30 ......... 29,464 12,097 40,591 


There were 28,266 banks reporting on the 
last days of 1924, 28,107 on April 6, and 
27,944 on June 30. 

(Continued on page 534) 
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ATWATER KENT 


RADIO 


Ready when radio came 


The Atwater Kent Manufacturing Company 
was founded twenty-five years ago. It made, and 
still makes, an ignition system which is standard 
equipment for many makes of automobiles and 
motor boats. 


When Radio came, it called for the same sort 
of machinery, performing the same operations and 


run by the same experienced hands. 


This preparedness, together with our insistence 
on sound design, care in manufacture, truthful 
and comprehensive advertising, and low prices 
made possible by quantity production, explains 

the steady increase in the demand for our 


Receiving Sets and Radio Speakers. 


Atwater Kent ManuracturinG Co., 4808 Wissahickon Ave., Philadelphia, Pa. 


A. Atwater Kent, President 


When writing to advertisers please mention the American Bankers Association Journat 
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Snares to Avoid in Acting as a 
Corporate Trustee 


By C. ALISON SCULLY 


Second Vice President, National Bank of Commerce in New York 


Trustee Must Avoid Being Placed in Position of Judging the 
Intrinsic Value of Security Behind Bonds. Must be Sure Bonds 


Are in Negotiable Form. 
Should Agree on Agenda to be Followed 


HE importance of the modern 

fiduciary institution as trustee un- 

der a corporate mortgage or in- 

denture of trust is fully recognized. 
The field is limited, however. The only limit 
to the number of personal executorships 
and trusteeships is the number of property 
owning individuals in the community, but 
the number of corporate trusteeships is 
limited, first of all to corporate entities, and 
secondly to corporations requiring what 
is popularly described as “permanent 
financing.” 

But although the field is limited, the 
funds of countless individual investors are 
loaned to the debtor company in the pur- 
chase of bonds or notes issued under the 
indenture, in full reliance by the investor 
that his rights are appropriately secured by 
the indenture and that the duties of the trus- 
tee which the indenture prescribes will be 
conscientiously performed. It is important, 
therefore, that the same ability and sound 
integrity which characterize the work of the 
trust institution in personal matters should 
be evident in corporate trusts. 


Lacking in Heroics 


HERE is nothing sensational or heroic 

in the duties of trusteeship under a cor- 
porate mortgage. There are no “human in- 
terest” experiences to be featured in the 
sensational headlines of the newspapers. 
The general public regard the trustee of a 
corporate mortgage without sympathetic 
concern and are as indifferent to the full 
performance of duty as they are to the 
work of a steam dredge or the schedule 
of commuters’ trains. Smooth and easy 
operation is expected. Anything short of 
perfection is the object of complaint and 
criticism. 

In corporate trusts even the preliminary 
negotiations are full of significance. First 
consider whether or not the particular trust 
is a suitable one to accept. There is some 
difference of opinion among the officers of 
banks and trust companies as to how far 
the trustee is called on to investigate the 
proposed trusteeship. Of course, no rep- 
utable institution would knowingly lend 
its name to an obvious fraud but there are 
some who feel that the duty of the trustee 
of a corporate mortgage is mechanical and 
to an extent perfunctory, and that so long 
as the trustee is adequately protected by 
the necessary provisions of the indenture 


and opinions of counsel, it is not called on 
to inquire too fully into the financial stand- 
ing of the mortgagor company or the se- 
curity afforded for the bonds. This is a 
view to which I have never subscribed. 

While it is no part of the duty of the 
trustee to assume any obligation whatever 
with respect to the intrinsic value of the 
security behind the bonds, in my opinion it 
is a mistake for any trust institution to per- 
mit its name to appear as the trustee of 
a bond or note issue unless the debtor com- 
pany is regularly organized, engaged in 
legitimate business, and officered by men of 
probity and standing. Default on a bond 
issue conceived by speculators and distrib- 
uted to the public through the medium of 
a corporation without experience, standing 
or reasonable stability is sure to bring dis- 
credit to the corporate trustee, even though 
the position of the trustee has been one of 
innocence and its freedom from legal li- 
ability in connection with the default is 
unquestioned. 

The vendor of unseasoned securities is 
always anxious to have the bonds and 
notes of his company bear the certificate 
of a sound and reliable bank or trust com- 
pany as trustee. 


Arriving at the Terms 


HEN the suggested piece of business 

has been shown to be a desirable one, 
the terms of the trusteeship may be ar- 
rived at. It is a matter of fundamental 
importance to the successful performance 
of the duties of trustee that the negotiations 
vrior to the execution of the mortgage be 
comprehensive and thorough so that the in- 
terests of the trustee may not at some later 
date be placed in jeopardy. The duties 
of the trustee should be clearly understood 
and they should be stated in the trust in- 
denture with equal clarity. 

In the first place, it is essential that the 
corporate trustee have the advice of counsel 
on the form of the indenture. There are 
cases in which companies ask that the in- 
denture be prepared by the counsel for the 
trustee. Without entering into a discussion 
of the merit and propriety of a bank or 
trust company using its own counsel or, 
having one of its officers who is a member 
of the bar prepare wills and deeds of trusts 
in cases of personal trusteeship, the prepara- 
tion of a corporate mortgage or trust in- 
denture by counsel for the trustee, or one 
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Before Every Closing, the Counsel 


at Settlement. 


of the officers of the trustee who is a 
lawyer, is most unwise. The company and 
the trustee should each have their own 
counsel. The mere fact that the trustee 
is represented by counsel is not, however, 
sufficient. The officer of the trustee who 
is to have charge of the administration of 
the trust should examine the trust inden- 
ture with minute care before it is put in 
final form for execution, for there are in- 
stances in which the most learned counsel, 
fully alive to the necessity of protecting the 
interest of the trustee, will approve the 
form of a trust indenture under which the 
trustee will be protected from liability, but 
which may contain provisions for the 
mechanical operation of the trust which the 
experience of the trust officer in similar 
matters has shown to be awkward, cumber- 
some and unsatisfactory. 

Great care should be taken that the trust 
indenture does not impose upon the trustee 
any duty which places it in a position of 
judging of the intrinsic value of the security 
behind the bonds. Not infrequently the 
indenture as drawn requires the trustee to 
form some judgment as to whether or 
not the earnings which the company is 
required to put back in the mortgaged prop- 
erty are sufficient to keep it in proper oper- 
ating condition. In other instances a cove- 
nant may be suggested requiring the com- 
pany to perform certain acts, “to the satis- 
faction of the trustee.” Clauses of this 
nature are extremely dangerous. All that 
should be required is for the trustee to re- 
ceive a certificate of the mortgagor com- 
pany that it has performed this, that, or 
the other act required of it and the trustee 
should not be expected to investigate the 
truth or falsity of the statement or the suf- 
ficiency of the act which the company has 
performed. 


Negotiability of Bonds 


_ very important matter which 
is primarily the concern of counsel but 
which the trustee should have in mind in ex- 
amining the mortgage, is to make sure that 
the bonds are in negotiable form. As you 
know, the Negotiable Instruments Act pro- 
vides that for an instrument to be negoti- 
able it must contain an unconditional prom- 
ise to pay. If the bond or note is so phrased 
that payment is “subject to all the terms and 
conditions of the within mortgage” or sim- 
(Continued on page 531) 
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This is a check written on the 


Personal Protectograph 
—Easy to read ger 


—never a cause for delay or error 
and protection against raises 
in the amount line 


Do you realize the delay and the many chances for errors 
you meet in trying to decipher the uncertain amount line— 
bold masculine writing—faint feminine writing—muddy 
scrawls—cramped writing? 


Aside from this internal problem in the bank, the cus- 


tomer runs a constant risk in sending out handwritten 
checks, for the crook skilled in “pen changing” finds no 
trouble in raising words and figures written with pen 
or pencil. 


Such delays, chances for errors and losses to your cus- 
tomers through check fraud can be avoided if they use the 
Personal Protectograph. This machine writes in large, 
clear figures, legible at a glance. Think of this feature as 
a time-saver for you. Furthermore, the Personal Pro- 
tectograph shreds the figures with indelible ink into the 
very fiber of the paper—protection for your customers 
against erasures and “pen changes.” And because the 
Personal Protectograph costs only $18, it is within the 
reach of every user of a check account. 


Send for the bankers’ plan 
Many tellers, clerks and others are co-operating in popu- 
larizing the Personal Protectograph by becoming agents 
for its sale at satisfactory profit to themselves. 


Nearly two thousands banks, many of them large city 
institutions, have already found this plan practical and 
advantageous. Details are yours for the asking. The 
Todd Company, Protectograph Division. (Est. 1899.) 
Rochester, N. Y. Sole Manufacturers of the Protecto- 
graph, Super-Safety Checks and Todd Greenbac Checks. 


THE TODD COMPANY 1-26 
Protectograph Division 
1176 University Ave., Rochester, N. Y. 


Gentlemen: We would like to know more about the advantages 
to us of the plan by which already nearly two thousand banks 
are introducing the Personal Protectograph to their depositors. 
Please send full particulars. 


TODD SYSTEM OF CHECK PROTECTION 


When writing to advertisers please mention the American Bankers Association Journal 
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By FRANK N. BANCROFT 


Colorado National Bank, Denver, Colorado 


To Prevent the Wastage of Estates 


Classes of Estates Which Should Be Liquidated Promptly and 
Those Which Should Be Conserved by a Trusteeship of Some 
Kind. The Various Kinds of Trusteeships. Popularity of the 
Living Trust. Liabilities Imposed Which Are on the Trustee. 


HE distribution in lump sums by 

the executors and administrators of 

estates and by life insurance com- 

panies under policies has resulted in 
such great dissipation and wastage of 
estates that a constantly increasing number 
of people are asking how this wastage can 
be avoided—how they can leave their estates 
so that at least the surviving members of 
their immediate family can be assured of 
a continuing support during the life of the 
adults and during the minority of the chil- 
dren. The answer to this question is found 
in the trusteeships of estates. 

While executors and administrators are 
essentially liquidators of estates, trustees 
are conservators of estates. 

Estates that are greatly in debt or involved 
or pass to those who are qualified by ex- 
perience to handle them, should, generally 
speaking, be liquidated and distributed as 
soon as the law permits; but those estates 
that pass to persons who are inexperienced 
in business, who are minors, who are not 
interested in the money affairs of life, who 
for one reason or another are not qualified 
to look after their business affairs, should be 
conserved by a trusteeship of some kind. 
Large estates devoted to charitable or civic 
purposes or invested in large industrial busi- 
ness enterprises should be placed in the 
hands of competent and experienced trus- 
tees who can conserve the values represented 
in the momentum and good will of all going 
concerns. 

By means of such trusteeships men and 
women can extend the period of their use- 
fulness in human affairs beyond their al- 
loted three score and ten years; they can 
provide that the same wise distributions 
that have kept the family in comfort and 
the children in school and college, and the 
same ripe judgment that has built up suc- 
cessful business, charitable and social en- 
terprises shall continue long after they have 
passed from mortal view. Surely such ex- 
tensions of human usefulness partake of 
the universal desire for immortality. 


Various Kinds of Trusteeships 


ONSERVATION is a law of life when 
applied to estates the same as when ap- 
plied to vegetable or animal life, or to social 
or national life, and the only legal method 
of conserving one’s estate and removing it 
from the vicissitudes of life and the re- 
versals of fortune during one’s life, and 
removing it beyond the business ventures 
after one’s death is by a trusteeship of some 
kind. 
There are various kinds of trusteeships 


employed for the conservation of estates 
and they resemble each other in regard to 
the legal responsibilities and duties of the 
trustee and are mainly distinguishable by 
the manner in which they are created. 

There is the living or voluntary trust 
created by a trust agreement between the 
trustor and the trustee that usually goes 
into operation at once, and these trusts are 
subdivided into revocable trusts and irre- 
vocable trusts. 

There is the testamentary trust created by 
a last will and testament that does not be- 
come operative until after the death of the 
trustor and after the executor has closed 
its administration of the estate. 

There is the court trust created by an 
order of court usually in cases where a 
trust has been created but where no trus- 
tee was named or where the trustee has 
died, removed, resigned or become inca- 
pacitated. In such cases the court appoints 
a successor trustee. 

There is the life insurance trust that has 
become so popular in recent years, so named 
solely because the estate to be held in trust 
is derived from death losses under life in- 
surance policies. And these in turn are 
subdivided into the funded trust where se- 
curities are deposited to insure the payment 
of premiums on the policies, and the un- 
funded trust where there is no duty resting 
upon the trustee to pay premiums. 


Rights of Trustor 


S a general rule a trustor, irrespective of 

which form of trust he may employ, may 
dispose of his estate or any part thereof 
in trust as he may wish and the courts 
will carry out his wishes, provided they are 
not contrary to public policy and provided 
they are not in violation of the “rule against 
perpetuities.” 

This “rule against perpetuities” it is true 
is a limitation on the duration of all trusts, 
except trusts for charitable purposes, to the 
lives in being and twenty-one years and a 
few months thereafter, but while it is a 
limitation it is the most positive legal in- 
dorsement of the conservation of estates by 
trusteeship during the life of the trustor and 
during the lives of the members of his 
family or other lives in being and during 
the life of an unborn child until twenty- 
one years of age. It is a legal recognition 
of the idea that everyone’s fortune should 
be treated as a family fortune and should 
not, either from the standpoint of the sur- 
viving members of the family or from the 
standpoint of what is best for society gen- 
erally, be dissipated upon the death of the 
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head of the family but should, by wisely 
planned trusteeships of one kind or another, 
be perpetuated for the good of the surviving 
members of the family and for its stabiliz- 
ing effect on society. 

I have spoken of the method by which 
each kind of trust is created and of how 
they resemble each other as to general pur- 
pose for which they are created. 

They differ as to when they are to take 
effect and they differ as to legal and finan- 
cial consequences that follow from each. 


The Living Trust 


bene living or voluntary trust that is 
created by a written agreement usually 
to take effect at once has become amazingly 
popular in recent years for it is adaptable 
to the modern needs and conditions of many 
people. A trustor can use it as an ex- 
periment to learn the value of trust services. 
He can trustee a little or much of his estate. 
He can give many or few trust powers to 
the trustee. He can watch the operations 
of the trust during his life time. He can 
change the deposited securities and the ben- 
eficiaries of the trust from time to time as 
changing conditions arise, and he can re- 
serve the right of revocation at will, and 
if he never exercises his right to revoke the 
trust, it continues after his death and so 
dispenses with a will. 

A living or voluntary trust created by a 
solvent trustor made for the benefit of his 
family without intent to defraud creditors 
will be upheld by the courts in many of 
our states even though the trustor reserves 
the right of revocation. 

In most states the same legal rules that 
apply to the duties of trustees and the 
rights of beneficiaries under irrevocable 
trust agreements, likewise apply to revoc- 
able trust agreements that have not been 
revoked by the trustor during his life with 
the exception of rights and duties now aris- 
ing under our federal and state income and 
inheritance tax laws. 

If the trustor of a living trust reserves 
the right to revoke it and reinvests himself 
with the title to the trust estate although 
he never exercises the right then, under ex- 
isting laws and regulations, the income from 
the trust estate must be added to the other 
income of the trustor and be paid by him 
rather than by the beneficiary. Trustees 
must not only fulfill their legal obligations 
but they are held to the strictest observance 
of every moral obligation by the courts of 
chancery in England and the courts of 
equity in the United States, for although a 

(Continued on page 524) 
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about American Express Helpful, 
Personal Service to Travelers 


ANKS selling American Express Travelers Cheques extend a far 
greater service to their travel patrons than the mere protection of 
traveling funds. It is a service which begins with the planning of any 
trip, extends thru the details of preparation, covers all contingencies on 
any journey anywhere by land or sea, and ends only with the traveler’s ar- 


rival home safe and happy. 


90% of American travelers in foreign lands, it is estimated, are sure to go 
to American Express offices some time on their trip for help or advice. 
And wherever it is physically possible they are sure of satisfaction. 


Just how great that service is, how helpful, how varied, how constant and 
far-reaching, only those who have used it know and appreciate. Many 
most sincere letters emphasize the facts: 


Americans always at Home where there is an 
American Express office:—“I do not know 
what the American traveler abroad would do 
without this helpful service of yours. It is 
certain that his path would indeed be a rough 
and rugged one.” 


With MacMillan in Labrador:—“As a member 
of the MacMillan Arctic Expedition, the past 
summer, I found your American Express Trav- 
elers Cheques very useful. They were cashed 
without question by the Moravian Mission 
which maintains a small store at Hopedale, 
Labrador, thus facilitating the purchase of Es- 
quimau clothing and boots.” 


Flowers to Constantinople:—“I desire to ex- 
press by deep appreciation for your courtesy 
in accepting the commission to deliver some 
flowers to my wife in Constantinople, and also 
to congratulate you and your Company upon 
the wonderfully efficient organization you pos- 
i, Te * under whose auspices the Tour 
is conducted, could do nothing for me. Four 
leading florists were consulted without success 
and when I received a cable saying ‘Flowers re- 
ceived’ I felt as though every one ought to 
know the American Express.” 


Tact, Efficiency, Kindness:—“As former am- 
bassador of the United States, as a fairly wide 
traveler, and as a friendly client, may I express 


my great appreciation of the courtesy and effi- 
ciency of your Rotterdam office. I called there 
a few days ago, unknown, at closing time, with 
a letter of credit and a long distance emergency 
telephone call to be sent to Brussels. The tact, 
efficiency and kindliness of that staff deserves 
from me this acknowledgment.” 


Better than Money Anywhere:—“It may inter- 
est you to know that in cruising around the 
world I found your Checks readily taken in 
Japan, China and India by smallest traders. 
In Yokohama a pedlar on wharf took a $10 
check for a kimono. At Shanghai one on boat 
going out to ship sold me a mandarin’s coat 
for $10 check. Same thing at Hong Kong.” 


Helping Uncle Sam Abroad:—“Your company 
is building up an admirable business in Europe. 
Everywhere I found yours a most popular in- 
stitution rendering a fine service to tourists. I 
heard a great many compliments regarding 
your service. Your American name is helping 
largely to give Uncle Sam a fine reputation 
abroad.” 


A Helpful Personal Interest:—“I greatly ap- 
preciated the courtesy which you showed me 
in handling the details entailed in cabling the 
money to the Argentine. It is a rare experi- 
ence to find so large a corporation as yours 
giving a customer a feeling of personal inter- 
est.” 


American Express Co. 
65 Broadway, New York 
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The Community Trust and 


the Banks 


By FRANK D. LOOMIS 


Secretary, Chicago Community Trust 


Wisdom Dictates that Community Trusts Should Give All Trust 


Companies Opportunity to Participate in Business. 


Genius of 


Plan Is Division of Duties, with Bank Administering the Prin- 
cipal and Governing Board Directing the Spending of Income. 


HE purpose of the community 

trust has a three-fold aspect. There 

is, first, the broad community aspect 

of accumulating and _ conserving 
trust funds for charitable and educational 
purposes to the end that the community 
may have more and better service than was 
possible under the old method of direct 
and narrowly limited gifts. This is the 
“foundation” principle which been 
adopted in the great individual foundations 
of modern times as well as in the community 
trusts. 

The second aspect of this purpose is the 
opportunity which the community trust af- 
fords to the man or woman of small means, 
as well as the individual of great wealth, 
to give his gift with all the safeguards of 
conservation and flexible use, in a wiser 
and more satisfying way for the common 
good. 

The third aspect is from the standpoint 
of the banks; the enlargement of the prin- 
ciple of corporate trusteeship: The third 
is of particular interest to the banks and 
trust departmer.ts. How will the Com- 
munity trust aid in the development of cor- 
porate trusteeship? How will it help trust 
companies ? 


The Charging of Fees 


HERE are, of course, the fees to come 

from funds held in trust for the com- 
munity trust. That is, I think, far from be- 
ing the sole or the most important benefit 
which the community trust should bring 
to the banks. In this matter of fees on 
community trust funds, it is our conviction 
that there should be fees always, charged 
in the interests of public policy and the 
sound development of the community trust, 
as well as in the interests of the bank, and 
that these fees should and doubtless will 
tend to be somewhat lower than the fees 
charged on individual trusts, both because of 
the nature of the service and because of the 
permanency of the trust and the long time 
character of the investments. 

Then there is the fact that the officers and 
directors of the bank are relieved from the 
responsibility of determining the distribu- 
tion of the income of these charitable trusts. 
That is a large and very particular respon- 
sibility which in the community trust, with- 
out cost to the banks, is placed upon a gov- 
erning board specially qualified to bear 
the burden and brunt of that service. 


But the great value of the community 
trust to the banks is in its auxiliary or col- 
lateral results. These results may be highly 
profitable. Men and women of large means 
who are attracted to the community trust 
method of establishing endowment funds 
for charity are thereby drawn to the trust 
company and they may bring with them 
not only their special funds for charity, but 
their personal business as well, the execu- 
torship of estates and the management of 
purely personal trusts. Men and women 
who have no money at all to give to charity 
are likewise drawn to the trust company 
because of the growing goodwill and con- 
fidence which this larger use and service 
of the trust companies engenders. 

And why is this true? The community 
trust in many of our communities, young 
as it is, is already regarded as an institu- 
tion of splendid possibilities. It is already 
regarded with much popular respect as an 
institution devoted to the public good, un- 
selfishly administered without thought of 
profit by high-minded citizens of character 
and good judgment. This community trust 
is founded on the very idea that the trust 
companies will administer the principal of 
all its funds. That is taken for granted. 
There is no other way. And as the com- 
munity trust goes about its business of 
building up funds for public use, what is 
it doing? It is urging people to use the 
trust company. Why? From mercenary 
motives? Not at all. Because we believe 
it is the best way of conserving trust funds 
for the public good. 


Advantage in Multiple 
Trustee 


N considering the advantage of coopera- 

tive trustees over single trustee in the 
respective communities, what would happen 
if this community trust were compelled to 
urge people to contribute to the community 
trust through the medium of one bank only— 
one bank only out of many in the community 
which are generally recognized as reliable 
and trustworthy? Would it not be open im- 
mediately to the suspicion of being merce- 
nary after all, of being operated in the in- 
terests of one bank as against the others? 
Would it not lose much, perhaps everything, 
in public confidence and respect if it did 
that? You cannot urge the advantage of cor- 
porate trusteeship and at the same time 
deny it. 
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It is possible, of course, to have a dis- 
tributing committee in charge of the dis- 
tribution of income of funds held for char- 
ity by some one commercial institution. 
Such a distributing committee could op- 
erate honorably upon a charitable basis so 
long as it made no pretence of being any- 
thing more than the distributing agent of 
the charitable funds of that one institution. 
But the community trust offers its services 
to the public as a community-wide char- 
itable enterprise. It calls itself a com- 
munity trust operated not for profit. If 
in the face of such a claim the community 
trust were to use its influence in favor and 
for the profit of some one commercial in- 
stitution against all others in the com- 
munity would it not be denying the very 
things which it most insistently professes? 

That, it seems to me, is the fundamental 
answer to the question whether the com- 
munity trusts will have eventually multiple 
or single trustees. They must operate upon 
an impartial basis giving equal opportunity 
to all trust companies to participate in the 
business, or they will cease to operate at all. 


Fostering the First Trusts 


OW was the community trust started? 
The idea had to be conceived by some 
one and it had to be put into practical ap- 
plication in some one trust company. What 
group of trust companies at the very begin- 
ning do you suppose, could have been in- 
duced to join whole-heartedly and with 
equal vision in so large an enterprise? Did 
not the physical necessities of the young 
offspring require that it should first be 
fostered by one mother? And as the idea 
spread it was only here and there, in va- 
rious cities, that some one trust company 
had the vision of its possibilities and the 
courage to take it up. What would have 
happened if we had had to wait until ail 
the trust companies were willing to take 
it up? It is our conviction that those trust 
companies who in the beginning were will- 
ing to assume the responsibility and the 
leadership and to go ahead, allowing other 
local trust companies to come in as they 
showed real interest and willingness to do 
so, have rendered not only a generous but 
a tremendously wise service for the ulti- 
mate broad success of the whole cause. 
How are the trustees appointed? What 
are their general powers, functions and 
(Continued on page 528) 
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BAN 
PROTECTION 


FIRST NATIONAL BANK 
Boston, Mass. 


Holtzer-Cabot equipped 


\ 
A Confidential 


Booklet 


For obvious reasons a book- 
let of this nature cannot be 
broadcast. It deals with the 
very latest thought on bank 
alarm systems and general 
signaling systems. It is 
highly informative, profusely 
illustrated, and written in a 
clear and interesting man- 
ner. Bank executives are 
invited to write for it. It 
will be sent gratis to any 
bank official requesting the 
same on his official station- 
ery. Write TODAY. 
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Keep the Hold-up | 


man at a distancee 


Bank Bandits should be behind bars but not the bars 
on your teller’s window. 


No bandit is quite so foolhardy as to try conclusions 
with a bank whose alarm system excludes the possibility 
of safe escape. That terrifying thought of being caught 
stands as the only deterrent and causes the embryo or 
veteran bandit to avoid a well-protected bank as he 
would the plague. 


A Holtzer-Cabot Bank Alarm System may be set in 
motion at any time without the bandit’s knowledge— 
escape is remote indeed. Bank executives under its pro- 
tection are worry-free in an atmosphere of security. And 
depositors more willingly lend funds in trust where 
safety is apparent and genuine. 


The HOLTZER-CABOT ELECTRIC CO. 


HOME OFFICE and FACTORY CHICAGO OFFICE 
125 Amory St., Boston, Mass. 
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New Trust Business—How to 


By ALLAN B. COOK 


Get It 


Assistant Vice President, The Guardian Trust Company, Cleveland 


First Step is Careful Survey of Market to Determine Who Are 
Likely Prospects. Relatively Easy to Persuade People to Make 
Wills and Name Corporate Fiduciary as Executor. Insurance 


Trusts Next Easiest to Sell. 


HEN merchandising the trust 
department of the bank, it is 
necessary to make a very care- 
ful and complete survey of the 
market, for otherwise a great deal of effort 
and money will be wasted which might 
otherwise be put to work to the immediate or 
future profit of the institution concerned. 

Because of the character of the business 
handled by a trust department, the number 
of prospective customers is very much more 
limited than in the case of the savings, com- 
mercial and safe deposit departments. The 
only people who can become customers of 
the trust department for the profit of all 
concerned are obviously those men and 
women who have a considerable amount of 
property in one or more of its various 
forms, or life insurance, which will repre- 
sent a substantial amount in cash, when the 
dollars are paid. 

The next question with which the trust 
officer is faced is how and where can he find 
the names of these people of means. Tie 
answer is that the usual sources should be 
consulted. The city directory or the records 
of the local Chamber of Commerce will 
show in most cities and towns not only the 
names of the large corporations, but also 
the names of the chief executives of such 
companies. Similar lists can be obtained 
from professional sources with respect to 
doctors, dentists, ministers and the various 
types of engineers. The local Blue Book 
or social register contains the names of 
persons who are socially prominent in any 
community, most of whom have money. It 
is a simple matter to segregate the widows 
and bachelor women, if this particular group 
is required for purposes of the campaign. 
Furthermore, there is in every town and 
city a group of retired business men who are 
so well fixed that work, for them, is no 
longer a necessity. Club lists should be 
scanned whenever they are available. 


The List of Prospects 


HEN the work described has _ been 

done, the trust department will have 
in its possession a list of names ranging 
from 1000 to 10,000, depending only upon 
the size of the community and the -method 
of selection. Many banks feel, however, 
that a list of more than 5000 names is un- 
wieldy, and that it is preferable at times to 
hold such a list to not more than 3500 or 
4000 persons. Each trust department must, 
however, make the decision as regards size 
for itself, after taking into consideration the 
nature of the campaign which is to be 
launched, and the other factors involved. 


Naturally, it is usually easier to persuade 
a customer of some other department of 
the bank to use its trust services, than it is 
to approach a stranger and create a similar 
desire in his mind. When selling either mer- 
chandise or bank service, it should be re- 
membered that there is always a certain 
amount of sales resistance to be overcome, 
and it must be apparent that such resistance 
has been reduced to a minimum in the case 
of a man or woman maintaining a checking 
account or a savings account at the bank 
which is trying to secure his or her will, and 
other trust business. When talking to a 
trust officer, they feel as if they were 
strangers in a foreign land. While it is 
best to go after depositors, first of all, no 
trust company is doing justice to itself in 
limiting its efforts to create new business 
to that group only, for, every day, banks 
throughout the country are persuading peo- 
ple to place their affairs with the trust de- 
partment in spite of the fact that there has 
been no previous direct contact with such 
new customers. 

The next point to consider is the type of 
service which can be most readily sold by 
the trust department. Our own experience 
has shown that it is a relatively simple mat- 
ter to persuade people to make their wills, 
naming the bank as executor and trustee, 
or as co-executor and co-trustee. It is not 
necessary to follow the plan of one of the 
large accident insurance companies located 
in New England, which some years ago 
carried on an intensive advertising campaign 
featuring the policyholder as the victim of 
a fatal accident, and showing by pictures 
the happiness of the dear departed’s family 
when the postman handed them the letter 
containing the check in settlement of the 
claim. We avoid picturing the prospective 
trust customer either in his coffin or at the 
point of death. Instead we convince him 
that, just as the purchase of life insurance is 
merely an exhibition of common sense, and, 
consequently a step in the right direction, 
he has taken the final and equally important 
step of insuring his heirs of proper manage- 
ment of the worldly goods which some day 
will be theirs. We always stress the fact 
that our experience table shows that most 
men make their wills many years in ad- 
vance of their actual demise. In this way, 
the proposition is made attractive and ceases 
to be repellent. 


Getting Insurance Trusts 


| it bere to wills, insurance trusts are prob- 
ably the type of service of greatest 
interest to the largest number of people. 
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Corporate Business Limited. 


This is due to the large number of policy- 
holders who carry in total more than $25,- 
000 in principal amount. Twenty years ago, 
a man insuring himself for that sum was 
unusual. But, today, he is merely one of 
hundreds of thousands. While most of the 
insurance companies can offer the policy- 
holder an arrangement whereby the bene- 
ficiary will receive a stipulated sum each 
month, these companies cannot alter in any 
way the provisions set forth by the policy- 
holder during his life. The trust company 
on the other hand can use its own discre- 
tion, and make special provisions for un- 
foreseen contingencies after the policyholder 
is dead. 

Practically all insurance companies have 
no desire to go into the fiduciary field, and 
will, consequently, recommend the use of 
a trust company in matters of this nature. 
There is no reason for the interests of the 
life insurance companies to conflict in that 
respect, for one takes the money of the cus- 
tomer during his life in the form of pre- 
miums, while the other administers his estate 
when he is no longer here. Both companies 
are consequently fulfilling their prope: 
economic function. 

Much harder types of trust service to sell 
are the living trust and the special purpose 
trust. This is due entirely to the fact that 
the prospective customer must be a person 
of considerable wealth before the trust de- 
partment can be of real value. The suc- 
cessful doctor, lawyer, or other professional 
man, whose duties take practically all oi 
his time, is an ideal prospect on whom to 
work. The woman whose husband or father 
is no longer alive, and who is confronted 
with a mass of business detail, with which 
she is unfamiliar, is an equally good pros- 
pect. People wishing to travel extensively. 
and who, consequently, cannot be bothered 
with details of property administration, are 
also a class of prospective customers who 
may be cultivated profitably. 


Must Have Full Facts 


T is vitally important that the trust officer 

should know as much as possible about the 
probable worth of the prospective customer. 
his family responsibilities, his business 
problems, and his social and civic activities. 
for, if this information has been absorbed. 
the trust department executive can talk 
much more concisely and convincingly. This 
remark applies with almost equal force to 
the solicitation of any class of personal or 
corporate trust business. 

Some trust departments have a division 

(Continued on page 530) 
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Small and Compact 
Note how the binder compares 
in size to your hand 


Savings Depositors 


Economy and Safety 
at the same time 


Each transaction with a depositor completed with the greatest possi- 
ble speed; each teller handling more accounts; each account in its 
proper place, always accessible with no chance of being misfiled; 
minimum amount of space used in vault and banking room; a swift. 
sure, instantaneous method of reference, an accurate proof and rapid 
trial balance. 


RECORD KEEPING 
QUIPMENT FOR 


These are some of the advantages of the Kalamazoo savings ledger 
plan which enable you to render better service to your savings de- 
positors and thereby increase their number. 


And this is done with lower accounting costs and lower cost of in- 
stallation and maintenance. 


== Sign and send the coupon now for actual samples and complete de- 
scription of this new and different savings ledger plan. 


KALAMAZOO LOOSE LEAF BINDER CO. 


Factories at Kalamazoo, Mich. and Los Angeles, Calif. 
-LEAF-DEVICES-AND Sales Offices in Principal Cities 


OOSE-LEAF-DEVICES-AND 


L 
ACCOUNTING-SYSTEMS 


Kalamazoo Loose Leaf 
Binder Company 
Kalamazoo, Mich. 
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KALAMAZOO) 
Better Accounting and 
Record Keeping Methods 


Send us the information about the 
“Kalamazoo Savings Ledger Plan’’ 
and the special catalog for banks. 
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The Transfer Agent and 
Registrar of Stock 


By DAVID P. CONDON 


Registrar, The Farmers Loan and Trust Company, New York 


Transfer Agent Must Pass on All Questions Relating to Issue 
and Right of Stockholders to Pass Shares. Registrar Sees There 
Is No Over-Issue. 
Take in Fulfilling Important Roles. 


HE maintaining of stock books of 

a corporation dates practically from 

the time of the formation and in- 

corporation of companies. For 
many years the work of transferring the 
stock of corporations was cared for in their 
own offices. Under the laws of most states, 
it is required that the stock books be main- 
tained within the state of incorporation, 
and the law is quite specific as to what these 
stock records shall contain, to wit: the 
names, alphabetically arranged, of all stock- 
holders of the corporation, with their place 
of residence, the number of shares of stock 
held, and the time when they became the 
owner thereof, and if a part-paid stock, the 
amount paid thereon. 

In the earlier days it was the exception, 
rather than the rule, to have certificates in- 
dicate the ownership of stock, the entire 
record being shown on the stock books of 
the corporation. As time elapsed and trans- 
fers became more numerous, stock certifi- 
cates were issued, but there was no pro- 
vision made on the certificates for assign- 
ment. When transfers were desired, it was 
necessary that the registered holder of the 
certificate surrender the same to the cor- 
poration and sign the transfer book in 
which the entry was made. As this method 
proved burdensome to stockholders, a form 
of assignment was made a part of the stock 
certificate, and this assignment provided for 
the appointment of an attorney to make the 
transfer upon the books of the corporation. 


Need for the Transfer Agent 


OR many years corporations continued 

to handle the transfer of their own stock, 
which at the time, due to the very few 
transfers being made, was not very burden- 
some. As the distribution of stock to the 
public increased the burden and the cost 
of transferring their own stock became a 
matter of considerable moment to many 
corporations, and out of this condition grew 
the need and the field for the services of 
a transfer agent. 

A fact well to bear in mind is that a 
transfer agent is, as the name implies, an 
agent of the corporation for whom it may 
be acting, and this being the fact, a cor- 
poration should use great care in its selec- 
tion of a transfer agent, and, similarly, the 
transfer agent, should, if anything, use 
greater care in lending its name to a cor- 
poration. The relationship between the prin- 


cipal and transfer agent should be very 
close, and very frequently the reputation of 
the transfer agent is an asset to the company 
for whom it acts. Therefore, before accept- 
ing an appointment as transfer agent, a care- 
ful examination should be made of the finan- 
cial responsibility of the corporation, and 
also of the personnel of its officers and 
directors, and of the business in which it 
is engaged, for many times the discreditable 
acts of a corporation become a burden to 
the transfer agent. 


Responsibility of Transfer 
Agent 


HERE is a distinction which is not often 

realized between a transfer agent and a 
registrar of stock. The transfer agent 
represents, to a large extent, the corpora- 
tion for which the agent acts. In case of 
doubt as to his conduct, in any particular 
instance, he can refer to his principal, and 
obtain instructions as to what he shall, or 
shall not do. He passes upon all questions 
relating to the issue and the right of a stock- 
holder or other person to transfer a par- 
ticular share of stock, and for this reason, 
if none other, the responsibility of the trans- 
fer agent is much greater than that of the 
registrar. 

In changing the title to stock, the transfer 
agent is often obliged to determine questions 
of law which are very difficult and intricate. 
The amount involved in these transfers is 
often very great, and, if the transfer agent 
is negligent, or incapable, it is possible for 
him to involve his principal and himself mn 
large claims for damages. Back of all this 
stands always the danger that in the case 
of a stock which is fluctuating in value, un- 
less a speedy determination be reached, some 
stockholder may assert that he has lost 
a market for his stock and has suffered 
damages. If there is one position which re- 
quires care and judgment, it is that of 
transfer agent. 


Preventing Over-Issue of Stock 


HE duty of the registrar is to prevent 

an over-issuance of stock, and it must 
act independently of the corporation which 
has appointed it. It stands between the 
corporation and the-stock buyer. It is not 
in any sense a representative or agent of 
the corporation. It must therefore know 
when it places its name upon a certificate 
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The Various Steps a Prudent Bank Must 
“Be Sure You’re Right.” 


of stock that the certificate will not produce 
an over issue of the corporation. The regis- 
trar, therefore, must refuse to register any 
certificate of stock which it believes is im- 
properly issued. When the total issue of 
stock is once outstanding, it must know 
that every time it registers a certificate, 
that certificates for an equal number of 
shares have been cancelled. 

The advisability and necessity of the office 
of registrar was brought about primarily 
through possibilities for fradulent issuing 
of stock on the part of transfer agents, 
and was emphasized by the facts shown in 
the case of N. Y. and N. H. R. R. Co. vs. 
Schuyler, 34 N. Y. 30. A former president 
of the New York, New Haven and Hart- 
ford Railroad Company (then known as 
the New York and New Haven Railroad 
Company), being its transfer agent fraudu- 
lently issued stock of that company which 
went into general circulation, and which 
through its issuance, created an over-issue 
of the stock of the corporation, for which 
the corporation was held liable. : 

The requirements for listing of stock upon 
the New York Stock Exchange provide that 
while a company may transfer its own stock, 
under no circumstances can the company 
or any officer of the company act as the 
registrar of the same; and, as a further. 
safeguard, there is a provision that the 
registrar shall be satisfactory to the authori- 
ties of the New York Stock Exchange, the 
point being that the registrar should be a 
disinterested responsible party; and many 
corporations, although their stock is not 
listed, as a measure of protection avail 
themselves of the services of a registrar. 


The First Step 


|B pe application having been made to 
a bank or trust company to act as 
transfer agent or registrar, and the inves- 
tigation of the company along the lines pre- 
viously suggested revealing satisfactory con- 
ditions, there should be filed with the trans- 
fer agent and registrar a copy of the char- 
ter of the corporation, certified to by the 
Secretary of State, or similar officer, and 
a certified copy of the by-laws, certified to 
under seal, by the secretary or similar officer 
of the corporation, and certified copy of 
the minutes of the meeting of the stock- 
holders authorizing the issuance of the 
stock, and these resolutions of the stock- 
(Continued on page 511) 
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A Book That Every Bank and Bank Lawyer Will Need 


Paton’s Digest 


(Formerly Digest of Legal Opinions of Thos. B. Paton) 


Legal Opinions and Banking Law 


By THOMAS B. PATON 


Eighteen Years General Counsel, American Bankers Association 


Edited and compiled by Thomas B. Paton, Jr. 


History of Volumes 


For eighteen years thousands of banks have submitted questions 
to, and received replies from, the General Counsel of the American 
Bankers Association covering every legal phase of the banking 
business. 


Eight years ago a widespread demand came from member banks 
that these opinions be digested and published, and this resulted in 
the publication by the Association first of a small and later (1921) a 
larger Digest of Legal Opinions. 


Since that time many new statutes have been enacted, many new 
court decisions made and many new legal opinions rendered upon 
important banking problems, and at the suggestion of many members 
of the Association a new and enlarged edition of “‘Paton’s Digest” 
has been in course of preparation for the last four years under the 
supervision of Thomas B. Paton, Jr., the Assistant General Counsel, 
and is now ready for publication. 


Exhaustive Character of Contents 


This digest, in addition to being up-to-date, contains vastly more 
than the 1921 edition. It includes all the important statutory law 
affecting banks and the banking business. It is impossible, in a brief 
statement, to give any adequate idea of all of value that it contains. 
Are you interested in safe deposit law and liability? Or in the safe 


and proper handling of joint accounts? Or in your rights and lia- 
bilities in the matter of bank collections, or in cases of forged and 
altered paper? You will find full and reliable information in the new 
Digest on these and a thousand other subjects. Do you desire stand- 
ard forms of collection agreements, joint account agreements, or safe 
deposit agreements? You will find such forms and many others 
which have been thought out and constructed after full and careful 
investigation. 


Do you want information as to the Federal statutory law governing 
Federal Reserve Banks, national banks, bankruptcy; or state statutory 
law as to the statute of limitations, holidays, interest rates, guaranty 
laws, branch banking and over thirty other subjects? It is given in 
full in the new Digest. 


How Printed and Bound 


The new volumes contain a total of 2,750 pages, each 7 x 10 
inches, nearly four times the number of pages of the 1921 edition, 
and because of size of type, over seven times the material. They 
are printed on legal machine-finished Opacity paper, bound in Kodo 
leather, and stamped in gold leaf; the best possible, sturdy binding, by 
the Lawyers Cooperative Publishing Company, Rochester, New York, 
specialists in fine legal volumes. The books will be ready for delivery 
on or about February 1, 1926. Price $20. 


WHAT YOU GET IN THESE TWO VOLUMES 


(2) Full text of all important opinions (for extended study). 

(3) Complete detailed cross index. 

(4) Over 20,000 legal citations, with table of 11,527 cases. 

(5) Complete text occupying hundreds of pages of fifty-two 
(52) important statutes as enacted by Congress and by 
various state legislatures, including: 


Uniform Negotiable Instruments Act (annotated). 
Federal Reserve Act and Regulations. 

National Bank Act. 

National Bankruptcy Act. 

Uniform Bills of Lading Act. 

Uniform Warehouse Receipts Act. 

Uniform Sales Act. 

Uniform Stock Transfer Act. 


(1) Digests of 4,734 legal opinions of Thomas B. Paton (for 
quick reference). 
Statutes of Limitations. 


Statutes Affecting State Banking Supervision. 

Bank and Public Holiday Statutes. 

Branch Banking Within States Statutes. 

Check or Draft Without Funds Act. 

Exemption of Savings Deposits from Taxation. 

Guarantee of Bank Deposits Statutes and thirty-seven others. 


(6) Definitions of legal terms and banking phrases. 

(7) Accepted forms for important banking and financial docu- 
ments; mortgages, notes, deposit slips, acceptances, stop 
payment agreements, receipts for cancelled vouchers, safe 
deposit agreements, etc. 

(8) Interest data, including legal rate in every state, con- 
tract rates, penalties and a complete digest of laws with 
chapter and page reference. 

(9) Statute laws of every state on important banking subjects. 


(10) Bank and public holidays of every state. 
(11) Hundreds of other valuable features. 


Take Advantage of Pre-Publication Offer 


Offer is made to sell Paton’s Digest, 1926, at the pre-publica- 
tion price of $15 to all who place in the mail orders for same 
on or before January 20, 1926. After that date the regular 


price of $20 will prevail. Orders may be forwarded, subject 
to ten days’ approval, without obligation in the event the 
books are returned at the end of ten days after receipt. 


Address Paton’s Digest, Grand Central Terminal Building, New York, N. Y. 


When writing to advertisers please mention the American Bankers Association Journal 
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This Stock has been sold. 
New Issue January 5, 1926 


1,100,000 Shares 
The National Cash Register Company 


(MARYLAND) 


Common A Stock 


CAPITALIZATION 
(Authorized and to be presently issued) 


Common A Stock (no par value) 1,100,000 shares 
Common B Stock (no par value) 400,000 shares 


The Common A Stock is entitled to preferential cumulative dividends of $3 per share per annum, payable January 15, April 15, July 15 and 
October 15, before any dividend on the Common B Stock. Subject to this prior right, the Common B Stock is entitled to non-cumulative divi- 
dends of $3 per share in any year. Both classes of stock participate equally share for share in additional dividends in any year. The Common 
A and Common B Stocks participate equally share for share in distribution of assets in liquidation. The Common A and Common B Stocks 
have equal voting rights except that the Common B Stock-has the right to elect a majority of the directors and the Common A Stock the 
remainder, unless at the time of election the company is in default with respect to two quarterly dividends on the Common A Stock, or with 
respect to earnings, as provided in the charter, in each of which cases the Common A and Common B Stocks vote equally share for share in the 
election of directors. Central Union Trust Company of New York, Transfer Agent. The National Park Bank of New York, Registrar. 


From his letter to us, Mr. Frederick B. Patterson, President of the company, summarizes as follows: 


BUSINESS 


The National Cash Register Company has been organized under the laws of Maryland to acquire the entire assets and business of The 
National Cash Register Company (an Ohio corporation), established in 1882 and today the largest manufacturer of cash registers in the world. 
The business has grown from an original investment of about $10,000 to its present size through reinvestment of earnings, with the exception 
of approximately $1,500,000 received prior to 1900 from the sale of stock. e are advised by counsel that certain legal proceedings, pending 
and threatened, against that company will not seriously affect the assets or business. Sales agencies are maintained in every state of the United 
States and, directly or through subsidiaries, throughout most of the world. In the United States there are more than 230 sales agencies with 
over 1400 sales representatives. The domestic and foreign organizations include more than 10,000 people. The principal plant at Dayton, Ohio, 
consists of 23 buildings, with a total floor space of over 44 acres, and is considered a model industrial plant. Phe manufacture of several hun- 
dred sizes and types of cash regisers meets the varied demands of practically all lines of business. 


MANAGEMENT AND CONTROL 


The management will be in the hands of the men who have successfully conducted the business. Mr. Frederick B. Patterson, the son of the 
late Mr. John H. Patterson, the founder of the business, will be President, and will own a majority of the Common B Stock. 


EARNINGS 
Earnings of The National Cash Register Company (Ohio), as certified by Messrs. Price, Waterhouse & Co., adjusted to include the earnings 
of foreign subsidiary companies, as taken from the companies’ financial returns, shown both after deduction of employees’ profit-sharing participa- 
tions and before deduction of employees’ profit-sharing participations, in both cases after depreciation and all other charges and federal income 
taxes at current rates have been as follows: 
After deducting Before deducting 
employees’ profit- employees’ profit- 
sharing participations. sharing participations. 
$4,640,414 $6,199,613 
3,663,712 5,789,600 
2,580,872 3,556,348 
3,181,421 4,974,801 
3,689,571 6,539,889 
5,063,547 6,534,822 
5,942,304 7,807,596 


*Including estimates of the management for 1925 as follows: Ohio company for December; foreign 
subsidiaries and branches for the last three months. 


Th loyees’ profit-sharing plan heretofore in effect, the basis and amount of which have varied from time to time, has been discontinued 
and instead 150,000 fully-paid shares (374%) of the Common B Stock are being set aside for employees. a 


DIVIDEND RECORD 
The National Cash Register Company (Ohio) has paid cash dividends on its outstanding common stock for every year since 1891—a period 
of 35 years—except 1898, when a 200% stock dividend was paid. 
ASSETS 


rrent assets, as at November 30, 1925, amount to $32,459,392, compared with current liabilities of $5,695,456, as shown by a pro forma 
b _ sheet as at that date of The National Cash Register Company (Maryland) prepared by Messrs. Price, Waterhouse & Co. from the books 
of The National Cash Register Company (Ohio), giving effect to the capitalization of the former. Net assets, as shown on such balance sheet, 
amount to $32,729,348, including domestic and foreign patents (more than 1200 in number) and good will at $1. Property and equipment, 
recently appraised at sound values by The American Appraisal Company at not less than $20,000,000, is included at only $6,377,338. The latest 
financial returns of the foreign distributing companies and branches show net tangible assets in excess of $7,250,000 which item is carried on 
the balance sheet at $2,948,156. Substituting in the balance sheet the amounts of $20,000,000 and $7,250,000, as above, net assets would 
amount to over $50,000,000. 


Through the issue of its stock The National Cash Register Company (Maryland) 
will effect the acquisition of The National Cash Register Company (Ohio). 


We offer this stock for delivery if, when and as issued and accepted by us, subject to approval of legal proceedings by our 


counsel. It is expected that delivery will be made on or about January 11, 1926, in the form of temporary stock certificates, 


or interim receipts of Dillon, Read & Co. 
Price $50 per Share 


Further information is contained in our circular which may be had on request. 


Dillon, Read & Co. 


The statements herein have been accepted by us as accurate but are in no event to be construed as representations by us. 


When writing to advertisers please mention the American Bankers Association Journal 
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(Continued from page 508) 
holders should specify the terms and con- 
ditions under which the stock is to be is- 
sued and disposed of; and it is necessary 
that such resolutions designate a certain 
officer, or officers, or the board of directors, 
to carry out the terms of the resolution. 

It is not necessary that the resolution of 
the stockholders specifically authorize the 
appointment of a transfer agent or registrar, 
as it can safely be assumed, there being 
nothing to the contrary in the charter or 
by-laws that the board of directors would 
have such authority. There would then be 
required a certified copy of resolution of 
the board of directors, which resolutions 
should set forth the date of the meeting of 
the board of directors, the place the meeting 
was held, and set forth the appointment of 
the transfer agent and registrar by name. 
The transfer agent should be authorized to 
sign stock, as such, when the stock in ques- 
tion has been signed by the officers of the 
corporation designated by iitle, and the 
amount of the authorized issue of stock set 
forth, showing the number of shares, the 
class of stock and the par value of the same, 
if any. If without par value, this fact 
should be noted. They should further be 
authorized to transfer such shares on the 
books of the company kept for the purpose, 
upon the surrender for transfer of the cer- 
tificates originally issued, and to deliver new 
certificates in lieu of those surrendered. 

Where the total amount of the authorized 
stock is not to be originally issued at the 
time of the filing of the resolutions, the 
amount the transfer agent is at that time 
authorized to originally issue should be 
specifically set forth, and there should be 
incorporated in the resolution authority to 
the transfer agent as to additional shares 
of stock which may be subsequently author- 
ized by the company, and the registrar should 
be authorized to register the same. The 
transfer agent should be authorized in this 
resolution to open and keep such stock and 
transfer books as may be required by law 
or for its own convenience in the perform- 
ance of its said agency. It should be further 
authorized to sign, as such agent, certificate 
or certificates of stock which may be issued 
by authority of the company in lieu of a 
lost or destroyed certificate or certificates. 
The transfer agent should be given the 
power to use its own judgment in matters 
affecting its duties as such, and it should he 
provided that it should be held liable only 
for wilful default or negligence; and fur- 
ther, assurance that the property for which 
the shares are issued has been actually con- 
veyed or transferred and delivered to the 
corporation. There should be a recital of 
the laws of the state under which the com- 
pany is chartered and the date of the filing 
of the certificate of incorporation. 

It is well, also, to have the signatures 
of the officers authorized to sign stock cer- 
tificates, and the names and addresses of the 
president, vice presidents, treasurer and 
secretary, and the address of the company. 
This resolution should be certified by the 
secretary of the corporation, under seal, 
and there should be notarial acknowledg- 
ment of his execution of the same, and speci- 
mens of the stock certificates to be issued 
should be submitted. 

Resolution in similar form should he 
adopted as to the appointment of a registrar, 
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( SHARACTER 


The standing of a financial 
institution is reflected in the 
character of those with whom 
it does business. 


Weare proud to number among 
our correspondents the lead- 
ing banks and trust companies 
both here and abroad. 


In choosing a correspondent 
choose strength, service—and 
character. 


PHILADELPHIA 
NATIONAL 
BANK 


Capital, Surplus and Profits, $17,000,000 
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Buy this Preferred Public Utility Security 
For a Safe 7% Income 


Cities Service Power & Light Company 7% 
Cumulative Preferred Stock combines unques- 
tionable safety and ready marketability and, 
at its present price, may be purchased to yield 
a sure income of .ver 7%. 


The Company’s subsidiaries, which include 
some of the leading public utility companies 
in the country, supply electric light and power, 


SECURITIES 


Henry L. 


GO Wall St. 


except that the latter resolution should re- 
lieve the registrar from any duty in con- 
nection with the names in which the cer- 
tificates are issued, or the correctness of any 
transfer from one person to another, or the 
payment of any taxes cn such transfers. 


Entering the Original Issue 


HE first entry on account of original 

issue should be made in the transfer 
book, which would appear on the credit side 
of the same, the names and addresses of 
the stockholders, the number of shares is- 
sued to each, the certificate numbers and 
the amount of the same. The date of is- 
suance and notation to the effect that it was 
original issue should appear upon the debit 
side of the transfer book. The items on the 
credit side should then be posted to the in- 
dividual accounts in the stock ledgers, ar- 
ranged in alphabetical order, and a capital 
account should be opened in the ledger, in 
which would be posted, as a debit, the total 
amount of the original issue. 

As stock certificates are surrendered on 
account of transfer, entry of the same 
should be made in the transfer books, the 
entry on the debit side showing the date 
of the surrender to the transfer agents, the 
number of the certificate, number of shares, 
and the name in which the certificate was 
issued; and the entry on the credit side 
should show the name of the transferee, 
the number of shares transferred and the 
number of the new certificates issued; and 
if the transferee were a new stockholder, 
the address. These items would then be 
posted to the respective accounts affected. 


gas and kindred services to a population of 
over 2,800,000 in 16 States. 
is earning its preferred dividend requirements 
more than six times over. 


The Company 


Application will be made to list this issue on 


Send for Circular CLP-22 


BRANCHES IN 


While I realize that there are many meth- 
ods of posting in use, all of which unques- 
tionably have considerable merit, my pref- 
erence is that in entering the certificate 
numbers in the stock ledger at the time of 
issuance, that the certificate numbers should 
be posted under each other, in a separate 
column for that purpose, and also a sep- 
arate column for the number of shares rep- 
resented by each particular certificate, and 
further, that a separate column be provided 
for entering the date of cancellation of the 
surrendered certificate. 

At the time of the original issue, it of 
course follows that stock certificates, in 
accordance with the record as shown in 
the transfer book, should be issued, and the 
said certificates having been duly signed and 
sealed by the proper officers of the issuing 
company, and then countersigned by the 
transfer agent, who, in turn, will forward 
the same to the registrar for registration, 
with a letter of transmittal advising of the 
authority under which the stock has been 
issued, and the total number of shares for 
which registration is requested; and when 
stock is listed on the New York Stock Ex- 
change, a letter of advice should be for- 
warded to it with the request that the regis- 
trar be authorized to register the same, as 
possibly one of the strictest rules of the 
exchange with reference to this matter is 
that no stock shall be registered without 
its sanction. 

Under the suggested method of the is- 
suance of stock certificates, whether on ac- 
count of original issue or on account of 
transfer, the new stock certificates are made 


the New York and Boston Stock Exchanges. 


We offer this stock for delivery, when, as and 
if issued, and subject to approval of counsel. 


DEPARTMENT 


& Company 


New York 


PRINCIPAL CITIES 


up from entries in the transfer book. Some 
companies, presumptively to facilitate the 
issuance and delivery of the new certificates, 
owing to the volume of work, have adopted 
the method of making out their new cer- 
tificates from the old, before any entry is 
made in the transfer book, the numbers of 
the certificates to be issued being entered 
on the reverse side of the stock certificate, 
against the name of the transferee, and 
these entries are subsequently carried into 
the transfer book. 


Issuing New Certificates 


HEN new certificates are issued in 

lieu of certificates surrendered on ac- 
count of transfer, it is the duty of the of- 
ficer acting for the transfer agent to see to 
it that he only countersigns certificates for 
the same number of shares of new as are 
represented by the number of shares of sur- 
rendered stock, and the countersignature of 
the transfer agent upon the surrendered 
stock should be cancelled at that time; and, 
for purposes of record and convenience, the 
date of cancellation should be noted upon 
the surrendered stock certificates. The new 
and old stock is then forwarded to the regis- 
trar. 

Right here, I think it well to draw the 
line temporarily, as between the functioning 
of a transfer agent and registrar, and follow 
along the practica! work in handling trans- 
fers. A certificate presented to the transfer 
agent should be examined carefully to see 
that it bears proper assignment of the per- 
son in whose name the stock is registered, 
as set forth on the face of the certificate. 
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eration. 


Armored Car 
Protection 


your checks 


ie for 


The SAFEGUARD CHECK WRITER convoys your checks 


as safely as an armored car carries your currency. 


Payee name and amount line—the most vulnerable spots of a 
check—are protected mechanically and automatically in one op- 
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SAFEGUARD CHECK WRITER is a complete protective 
unit, requiring no special paper of any kind. It makes “safety 
paper” out of ordinary checks. 


May we send details? 


THE SAFE-GUARD CHECK WRITER COMPANY 


3-5 Beekman Street 


This, of course, brings up a number of 
questions as to how the transfer agent is 
to be satisfied that it is a bona fide transfer. 
The signature to the assignment should be 
witnessed and dated, and it is customary to 
require a guarantee of the assignment, which 
guarantee should be without restriction as 
to the liability of the guarantors; and it 
has become the more or less general prac- 
tice to accept as such guarantors the firm 
signatures of members of the New York 
Stock Exchange and New York banks and 
trust companies (through qualified officers) 
and out of town banks and trust companies 
having New York correspondents, the rea- 
son for this latter requirement being that 
the transfer agent in New York could 
verify, at the office of the New York cor- 
respondent, the signature of out-of-town 
banks and trust companies; and it would 
be very helpful if out-of-town banks or 
trust companies guaranteeing assignments to 
transfers would place some notation on the 
stock certificate as to the name of their 
New York correspondent. 

Files of acceptable signatures are main- 
tained in the transfer department, and banks 
or trust companies who are guaranteeing 
assignments to any great extent, would do 
well to file specimen signatures of their of- 
ficers authorized to execute guarantees in 
their behalf. The question of guarantee is, 
without doubt, very important, and is, with- 
out question, the feature of transfer work 
in which there is a great deal of risk. If 
officers of banks or trust companies have 
restricted powers as to the signing or guar- 
antees, in behalf of their principal, transfer 


agents should be so advised when signatures 
are filed with them, for I am firmly con- 
vinced that a transfer agent, recognizing an 
assignment by an official of a bank, where 
they have no knowledge that that official’s 
powers were restricted, would be upheld in 
holding the principal liable for the act of 
its agent. 

It is also the practice to accept an ac- 
knowledgment of an assignment before a 
notary public. In these cases it is also re- 
quired that a county clerk’s certificate show- 
ing the appointment of the notary should 
be made a part of the transaction, although 
with the growth of banking facilities, even 
in small communities, it is generally possible 
for stockholders to obtain a bank guarantee 
to their signature, and of the two I consider 
the latter more preferable. There is one 
exception, however, as to the acceptance of 
notarial acknowledgment of assignment, and 
this is an assignment of bonds registered 
as to principal only, being transferred to 
bearer. In view of the fact that after bonds 
are in bearer form, there is practically no 
way of tracing the new owner of the bonds, 
I deem it inadvisable to accept notarial 
acknowledgments of assignments of this 
character. 


How Stocks Are Transferred 


non filling in of the names to assign- 
ments presented over the counter should 
in all instances be made by the transferee or 
his agent; and in the state of New York it is 
necessary that Federal and New York state 
stock transfer tax stamps be provided for 


NEW YORK, N.Y. 


each transfer, the amount of tax varying 
on account of the par value of the stock 
being transferred; and under the Federal 
Act, as well as New York State, the market 
value of the security being transferred has 
no bearing on the amount of the stock trans- 
fer tax to be paid. A counter ticket bearing 
a number is delivered to the person present- 
ing stock for transfer which is returned, 
receipted, when the new stock is delivered. 
Appropriate memorandum is made on a sec- 
ond portion of this ticket, bearing the same 
number, which is attached to the surrendered 
certificate, which is then passed along for 
entry in the transfer book, and the making 
out of new certificates. 

Under the rules applicable in New York 
City, stock presented up to 2.15 p. m. on 
each day except Saturday, on which day the 
hour is 12 o’clock noon, in proper form for 
transfer, is accepted, and the new stock 
should be ready for delivery by 1:30 p. m. 
the next business day, with the exception of 
Saturday. Delivery of the new stock on 
account of transfers made on Friday are 
delivered on the following Monday. Because 
of the necessity of the delivery of the new 
stock without delay, the entries of transfer 
should be made and the new certificates 
issued on the day of the transfer, and the 
old and new stock forwarded to the regis- 
trar as early on the following day as possi- 
ble, in order that the registrar may register 
the same and return it for delivery at the 
time above indicated. 

As to the time for taking in stock, there 
is an exception on record dates for dividends 
or meetings, or any other purpose, and the 
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BONUS 


-Time saved 
is money earned 


CATERPILLAR TRACTOR CO. 
Executive Offices 
SAN LEANDRO, CALIFORNIA, U. S. A. 
Offices: 


New York City 
San Francisco 


HOLT 


The Holt Manufac- 


turing Company 


Factories: 


San Leandro, Calif. 
Stockton, Calif., Peoria, Ill. 


Successor to: 
BEST 


C. L. Best 
Tractor Co. 


Reduced prices on “Caterpillar” Tractors 
F. O. B. Peoria, Ill. 
10-Ton, $5950 5-Ton, $3650 2-Ton, $1950 
F. O. B. San Leandro, Cal. 
Sixty - $5509 Thirty - $3400 


112°1225 


hour is set for 3 p. m. on all days except 
Saturday, when it is 12 o’clock noon. 


Stocks of Decedents 


N the matter of transfers of stock regis- 

tered in the name of a decedent, no matter 
of what state the decedent was a resident, 
where the stock is of a New York corpora- 
tion, there should be required a probate cer- 
tificate, dated within six months of the time 
of transfer, showing the appointment of the 
executor or administrator, the exhibiting of 
a certified copy of the will in cases of per- 
sons dying testate, assignment by the execu- 
tor or administrator (if there be more than 
one executor, the signature of one of the 


“CATERPILLAR” 
TRACTORS 
supply power for 
many tasks—at a 
profit! 


But their extra de- 
pendability and 
power often earns an 
added premium. 


They conquer short 
seasons for the farmer. 


They help the con- 
tractor to complete 
his jobs on time. 


They enable the log- 
ger to work difficult 
stands. 


So do they create 
wealth—for their 
owners and the com- 
monwealth! 


assignment is sufficient), and a waiver from 
the tax commission of the state of New 
York. 

Where stock of a foreign corporation is 
transferred by a transfer agent in the state 
of New York, in addition to the papers 
above referred to there should be provided 
a waiver from the state of incorporation 
of the stock being transferred, if the laws 
of such state so require, but no waiver is 
necessary from the state of New York un- 
less the decedent was a resident of that state. 

If stock is being issued in the names of 
executors of the estate, as such, no stock 
transfer tax is required, and I consider it 
advisable in issuing the certificate and on 


the new account to specify the names of 
the executors, and upon transfer of the 
stock so issued, the assignm<nt of all of 
the executors whose names appear upon the 
account would be necessary. In other words, 
I do not think the title “Estate of John 
Jones” is a proper one. 

I attempt a distinction here as to the 
powers of individual executors, my purpose 
being to emphasize that the transfer out of 
the name of the decedent can be made upon 
the assignment of one executor, but if the 
stock has been transferred into the names 
of more than one executor, the assignment 
of all of the executors whose names appear 
upon the account is necessary. The issuance 
of the certificates in the names of all execu- 
tors affords a measure of protection to each 
executor against the possible wrongful act 
of his co-executors, for unless all executors 
were joined specifically in the ownership of 
the certificate, the action of one executor 
would be binding on all. 

On a transfer by an administrator, the 
same papers are required a of an executor, 
excepting the exhibiting of a certified copy 
of the will. 

On transfers by an executor to himself 
individually, an affidavit from a person hav- 
ing knowledge of the facts should be re- 
quired, certifying to the fact that all the 
debts of the estate and specific bequests 
made under the will, and state and Federal 
taxes due have been paid or provided for, 
and that transfer is being made to the per- 
son legally entitled thereto, and that the 
statement is made for the purpose of in- 
ducing the corporation to make the transfer 
then requested. These transfers, however, 
should not be made for a period of time 
after letters have been issued. 


Transferring Minor’s Stock 


N transfers of stock into the name of 

a minor under a guardianship, or into 
the name of a guardian for a minor, a cer- 
tificate showing the appointment of the 
guardian should be required. If stock is 
presented for transfer into the name of an 
individual known to the transfer agent to 
be a minor, without certificate of appoint- 
ment of guardian, the fact that the stock- 
holder is a minor should be noted on the 
certificate and on the account, as follows: 
“John Jones, a minor.” The natural guar- 
dian of a minor i not necessarily the legal 
guardian as to the property of the minor, 
and becomes the latter through appointment 
by a court having jurisdiction. 

In transferring stock out of the name of 
a minor or a guardian for a minor, the laws 
of the state or residence of the minor or 
under which the guardian received appoint- 
ment should be followed. 

Stock issued in the name of a minor, 
where the transfer agent has knowledge of 
that fact, should not be transferred without 
a court order. 

As to transferring to the ward upon at- 
taining legal age, a certificate of appoint- 
ment of the guardian, dated within six 
months, an assignment by the guardian 
transferring to the ward, and satisfactory 
proof, in the form of an affidavit or birth 
certificate, that the minor has attained the 
legal age should be drawn. This transfer is 
subject to both Federal and New York state 
stock transfer tax. 
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Stocks Under Wills 


HERE stock is registered in the names 

of trustees under either wills or volun- 
tary indentures, the stock accounts and the 
certificates pertaining to it should specify 
the trustees, by name, and the instrument 
under which they are acting. In the case of 
voluntary indentures, the donor of the trust 
and the date of the instrument should be 
made part of the account. Under the laws 
of many states the powers of trustees must 
be set forth specifically in the instrument 
creating them, and are not implied, as is the 
case with executors, and there is nothing to 
my mind in this work in which there is 
greater risk than transfers by trustees. 
Therefore, in transfers by trustees, the as- 
signment should be executed by all of the 
trustees named in the instrument creating 
them—unless it provides to the contrary— 
or their successors and where there are 
successor trustees, the transfer agent should 
satisfy itself that they have all of the powers 
of their predecessors. The transfers by 
trustees should be for either one of two 
purposes—for sale or distribution, and the 
transfer by trustees to one or more of their 
number, individually, in the consummation 
of a sale, should not, under any circum- 
stances, be permitted. 

As to transfers by trustees to themselves, 
individually, on account of distribution, af- 
fidavits as to the facts with reference to 
the distribution should be filed. 

In cases where the stock to be transferred 
represents a stock dividend declared on 
stock already held in the name of the 
trustees, and there being nothing in the in- 
strument creating them to the contrary, a 
statement to the effect that they, in their 
fiduciary capacity, are treating the stock 
dividend as income, should be sufficient pro- 
tection for the transfer agent, as I do not 
see how a corporation or its transfer agent 
could be expected to decide questions as to 
what is principal or income, which would 
seem to certainly be the duty of the trustee. 


What Papers to Retain 


S to papers to be retained and filed by 

a transfer agent, I am of the opinion 
that the filing of a recorded instrument, 
with one exception—to which I will refer 
later—is unnecessary. While I am aware 
of the fact that it is the practice of some 
corporations and transfer agents to require 
the production of a certified copy of the 
will and a plain copy (the plain copy being 
retained for their files), others require the 
filing with them of a certified copy of the 
will, while still others, the exhibiting of 
a copy of the will, and after transfer has 
been made this is returned. Others made 
abstracts for their files. 

As to voluntary trust indentures, I think 
that the transfer agent should have exhibited 
to him, at the time of transfer out of the 
names of trustees, the original instrument, 
or a photostatic copy of the same, this latter 
to be certified to by a bank or trust com- 
pany as being a true copy of the original, 
the only reason for agreeing to accept other 
than the original instrument in this latter 
case being the possibility of loss of the same 
in transit to the transfer office, or in its 
return. 

As to transfers of stock registered in the 
name of a corporation, there should be pro- 
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vided a copy of the by-laws or a copy of 
that portion of the by-laws referring to the 
powers to dispose of the property of the 
corporation, certified to under seal, by proper 
officer of the corporation. A certified copy 
of the minutes of the meeting showing the 
election of the officers who have executed 
the assignment, who, of course, should be 
shown to be qualified so to do in the copy 
of the by-laws previously referred to; and 
this copy of the minutes should also be 
under seal, and the signature of the officer 
attesting the minutes should be guaranteed. 

In lieu of the certified copy of the by- 
laws, a certified copy of the resolution of 
the board of directors authorizing the sale 
or transfer of the stock in question is ac- 
ceptable, and a resolution along these lines, 
that to my mind is quite complete, would 
specify, by title, the officers authorized to 
act, and the secretary or other officer cer- 
tifying to the copy of the minutes could also 
certify that the officers named, giving their 
titles, were duly qualified officers, as pro- 
vided in said resolution; this resolution also 
to be under seal, and the signature of the 
certifying officer guaranteed. It is not good 
form, however, that one officer should cer- 
tify alone as to authority which is presumed 
to have been given to him. The assignment 
of the stock should be in the name of the 
corporation by the qualified officers, under 
seal, and the signatures to the assignment 
should also be guaranteed. 

Transfers under a power of attorney 
should be discouraged. The powers given 
to an attorney should be very carefully 
analyzed, and the original power of attorney 
should be retained by the transfer agent, 
and there should be required a statement by 
the attorney that the power had not been 
revoked, and was still in force and effect. 


Watching Over Stock 
Certificates 


WORD as to the care and custody of 

cancelled and unissued stock certificates : 
The cancelled stock certificates should be 
filed in such manner that they will be readi- 
ly available for inspection at any time, and 
this phrase “any time” means much, for I 
know of no limit of time under the law in 
which a transfer agent might not be called 
upon to justify its action in making a trans- 
fer, and in the present method of handling 
transfers, recourse must necessarily be had 
to the stock certificate for its authority 
through the assignment of the same. Un- 
issued stock certificates should be under one 
control, with journal entries of their is- 
suance and ledger accounts for each class 
of certificate for each company for whom 
one is acting; and that the stock certificates 
should be delivered on requisition, specify- 
ing the number of certificates of each de- 
nomination and of each company desired. 


The necessity of great care in making out 
certificates, as to names, amounts and proper 
cuttings of certificates, where the number 
of shares is not printed, cannot be too 
strongly emphasized. Recently certificates 
which were originally issued for one share 
of stock have been raised—in one instance 
to sixty-one shares, and in two other in- 
stances that have come to my notice, to 
ninety-one shares, and the work has been 
very cleverly done. 


U.S.F.&G. 


Service 


Real Service 


So-called crimes of violence 
come and go in waves, but in- 
side speculation goes on for- 
ever. 


Whether your bank is pro- 
tected by this or some other 
company is not as material as 
that you have full coverage. 


Here are a few recent bank 
tragedies picked at random: 


Loss 


$400,000 
$1,100,000 
$1,500,000 
$950,000 


$200,000 $10,000 


We offer both primary and 
excess bankers’ blanket bonds. 


United States Fidelity 


and Guaranty 
Company 


Baltimore Maryland 


Resources in excess of $46,000,000 


A branch or agency in every city 
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Specialized Service to Banks 


Guaranty ‘Trust Company 
of New York 


Main Orrice: 140 Broadway 


FirtH AvENUE Orrice: Fifth Ave. and 44th St. 


Mapison Avenue Orrice: Madison Ave. and 6oth St. 


NEW YORK 


London Offices: 


32 Lombard St., EF. C. 3 


50 Pall Mall, S. W. 1 


Bush House, W. C. 2 


Paris: 1 & 3 Rue des Italiens 


Liverpool: 27 


Brussels: 156 Rue Royale 


Cotton Exchange Buildings 


Havre: 122 Boulevard de Strasbourg 


Antwerp: 36 Rue des Tanneurs 


Matter of Registration 


§ bn records to be kept should show the 
date of registration, the date of issuance 
of the certificate by the transfer agent, the 
certificate number and number of shares, 
and where certificates are registered on ac- 
count of transfer, the date of cancellation 
of registration of the old certificate, the 
certificate number and the number of shares 
should be entered as a part of the registra- 
tion record, and at the time of registering 
the new certificates and signing the same, 
the registration and signature of the regis- 
trar on the old certificate should be can- 
celled, and the date of cancellation of regis- 
tration of the surrendered certificate should 
be noted in a column provided for that pur- 
pose against the entry of the original regis- 
tration of the same, and the registrar should 
see to it that all new certificates are ac- 
counted for by the transfer agent in numer- 
ical order. 


Issuing Duplicate Certificates 


igs the matter of the requirement for is- 
suance of duplicate certificates in lieu of 


certificates reported lost or destroyed: The 
by-laws of the issuing corporation as to the 
same would prevail, but, in any event, the 
transfer agent and registrar should be pro- 
vided with an affidavit as to ownership of 
the lost certificate in question, and such facts 
as to loss or destruction of the same, as is 
known, and a statement to the effect that 
the certificate in question has not been dis- 
posed of by the owner, sold or hypothecated, 
and a surety company bond of indemnity 
indemnifying the corporation, the transfer 
agent, by name, and the registrar, by name, 
in an amount to be agreed upon, should be 
provided. 

Usually in the case of stock with par 
value, and selling for less than its par, in 
double the amount of the par value, and as 
to stock of a par value, and selling above 
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par, or with no par value, the bond should 
be for double the market value of the same, 
no bond, however, to be for less than $500. 
It is particularly important that the regis- 
trar should be, by all means, indemnified 
under this bond, and certified copy of reso- 
lution of the board of directors of the cor- 
poration authorizing the issuance and regis- 
tration of the duplicate certificate, should 
be provided. This latter to be required un- 
less the by-laws of the corporation, or ac- 
tion by the board of directors previously 
taken, confers on others the power to au- 
thorize the issuance of duplicate certificates. 


As to stock listed on the New York Stock 
Exchange, when the transfer agent has is- 
sued a duplicate certificate, notice of that 
fact should be forwarded to the Exchange 
authorities, with the request that the regis- 
trar be authorized to register the same, and 
a registrar should not register a duplicate 
certificate of listed stock until authorized 
so to do by the Stock Exchange. The bond 
of indemnity should be executed as tripli- 
cate originals, one of the same to be re- 
tained by the corporation, one by the trans- 
fer agent, and the other by the registrar. 


Rights as to List of Stockholders 


HE right of stockholders to a list of 

stockholders of a corporation in the 
state of New York is very clearly set forth 
in Section 22, of Chapter 61, of the Laws 
of 1909, as amended in 1916, and this applies 
to the stock books of New York corpora- 
tions and the stock books of foreign cor- 
porations having an office for the transac- 
tion of business in that state. It provides in 
effect, that a person who has been a stock- 
holder of record for at least six months, 
or a person holding an amount equal to 5 
per cent of the outstanding shares, or a 
person authorized in writing by the holders 
of 5 per cent of the outstanding shares, 
shall, during at least three business hours 
of the day, be entitled to inspect the stock 
books of a corporation, and make extracts 
therefrom. Whether the privilege to make 
extracts entitles a stockholder to make an 
entire list is a debatable question. In a case 
decided a few years ago in the Supreme 
Court of New York, where it was proven 
that the stockholder who demanded the list 
had made a business of selling lists of other 
corporations, the action of the corporation 
in refusing the stockholder this privilege 
was sustained. 

As to the forwarding of large shipments 
of registered mail, which occurs frequently 
through the payment of stock dividends, I 
have followed the practice for a number of 
years of not requiring a return receipt from 
the post office. Under the postal laws the 
authorities are required to retain on their 
files evidence of delivery of registered mail 
for, at least, two years, and the method 
used, which may prove helpful to others, 
is to place on the sheet showing the distribu- 
tion of the stock dividend, in a column pro- 
vided for that purpose, a registered mail 
number against each account, and the same 
number is assigned to the envelope contain- 
ing the mail matter. Similarly, a plain list 
is made up from the Addressograph plates 
showing the names and addresses of the 
stockholders, and the registry number shown 
on the envelopes and the sheets of distribu- 
tion is carried on this latter list. 
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The lists are arranged to contain the same 
number of accounts as are shown on eacn 
sheet of distribution, and the envelopes, when 
ready for mailing, are placed with their 
respective ,sheets and delivered to the post 
office in that form, and a group receipt for 
the total number of pieces mailed obtained 
from the postal authorities. 

When this method has been used, and in 
instances where stockholders have subsc- 
quently claimed that the dividend had not 
been received, they were referred to their 
local postmaster for evidence of delivery of 
the letter in question, the registry number 
being provided them by us, and in no cases 
has there been any difficulty. 

The printing of stock lists in duplicate 
as one operation is very readily solved by 
the use of specially prepared carbon paper, 
and of adding machines, with a specially 
arranged spacing device. 

While the duties of a transfer agent are 
most important, these duties, if performed 
in a spirit of helpful cooperation in your 
dealings with the public, cannot fail to bring 
to you a full measure of material benefit, 
and to the corporation represented, a feeling 
of satisfaction in the services rendered them. 

Might I suggest as a motto for the work 
of a transfer agent and registrar—“Be sure 
you're right.” Be firm and exacting as to 
the requirements believed to be necessary, 
without being arbitrary, and when it is pos- 
sible apply the rule of reason. 


Making Estates 
(Continued from page 478) 


was active in the management of the busi- 
ness. We, as well as other metropolitan 
trust companies already have a great many 
such cases and hardly a week goes by that 
someone does not discuss with me the ques- 
tion as to what we can do with and for his 
business after his death. 

It is one of the coming branches of trust 
company service. As it becomes better and 
more favorably understood, more and more 
men who have active businesses that have 
been built up as a result of their own ef- 
forts and who have no adult male ben- 
eficiaries to whom they desire to entrust 
them are turning and will turn to the trust 
company for -assistance. It is well at the 
outset for the trust company, as well as for 
the prospective creator of the trust to un- 
derstand on the one hand the very definite 
limits of the service which the trust com- 
pany can bring to the business, as well as 
the very great benefits which the trust 
company can confer within such limits. We 
have had left to us businesses of almost 
every conceivable kind, and of such wide 
diversity, as a shoe store, an orange grove, 
a malting business and a coal mine, a whole- 
sale jobbing business and a patent medicine 
concern, 

It is obvious, in the first place, that the 
bank cannot have on its staff persons trained 
in all possible lines of business. It is 
equally obvious that for a mere banker with 
no previous knowledge of a business to un- 
dertake the active conduct of its affairs is 
to court almost immediate disaster. What 
then can a trust company do in such a sit- 
uation? To put it as I have often put it to 
business men faced with such a problem, the 
trust company can do for a business what 
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The Heart of 
Financial Chicago 


N taking stock of invest- 


ment holdings, facilities 


for analyzing and checking 


securities should be available. 


These facilities are yours 
when you consult us 


BOND DEPARTMENT 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


Invested Capital 
Over $60,000,000 


any business man could do who owned the 
stock, but who could not give his personal 
attention to the management of the business. 
It cannot personally and physically run the 
business, but it can see that the business 
is properly run and can give a general busi- 
ness supervision to the conduct of its affairs. 


When a Man Dies 


HERE seems to be some connection 

between a man’s death and the condition 
of his business. In almost every case, we 
have found that at the time of the testator’s 
death his business was in the worst shape 
it had ever been in. There are almost al- 
ways male relatives connected with the busi- 
ness in some capacity or other, and to the 


CHICAGO 


Total Resources 
Over $550,000,000 


business difficulties is at once added the per- 
sonal difficulty. It is obvious, of course, to 
an outsider that had the testator had suf- 
ficient confidence in those relatives, he would 
have left the business in their charge rather 
than in charge of the trust company but, 
far from realizing this fact, there is ordi- 
narily a feeling of resentment at the in- 
trusion of the corporate trustee, which 
renders the situation doubly difficult. 

Let us imagine that you come down to the 
bank some bright morning to find that Mr. 
X, who owns and runs a manufacturing 
establishment doing an annual business of 
say two million dollars has died making you 
executor and trustee under his will. In 
some unusual cases the trustee is directed 
to continue the business for a particular 
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DETROIT 


r 


a 
RESOURCES OVER ONE HUNDRED SEVENTY MILLION DOLLARS 
MALL homes and mammoth apartments, single shops and 
thirty-six story office buildings, little factories and acres of 

MICHIGAN 


additions, retail stores and theatres continue to appear in Detroit. 


$200,000,000 was the actual value of building in Detroit in 


1925 according to permits issued. 


This Bank is an important factor in the building trade. It 
offers unequalled facilities for serving all having banking busi- 
ness in the Great Lakes Region. 


FIRST NATIONAL BANK 


The First National Bank, the Central Savings Bank, and the 
First National Company of Detroit, are under one ownership. 
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period of time or some provision has been 
made for the sale of the stock to employees, 
etc.—but let us assume, as is usually the 
case, that there is no specific provision 
about it. What course of action is to be 
followed?: 

1. Go at once to the plant even before 
the will is probated—find out who is im- 
mediately subordinate to Mr. X—put him in 
charge temporarily and ask everyone to 
carry on until a definite plan is worked out. 

2. Have an independent audit and ap- 
praisal made as of the date of Mr. X’s 
death. 

3. Secure audits of the company for as 
many years past as they are available. 

Then you are in a position to know in 
general what you have. 


The Four Courses 


HERE are but four courses open. Sell 

it as a going concern; consolidate it 
with another concern of similar kind which 
can provide the necessary management ; 
liquidate it, or continue its operation. 

Clearly the first is the most desirable, 
for a commercial business is far from a 
suitable trust investment; but for the reason 
before mentioned it is usually impossible to 
make anything like a fair sale of the busi- 
ness. We have yet to have a case where 
we have been able to sell such a business 
except after a substantial period of 
operation. 

The next most desirable course is con- 
solidation and, in one or two cases, we 
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have been able to effect it. This has the 
objections, however, from a trustee stand- 
point that the assets are no more in a 
proper trust investment than they were he- 
fore and in addition have been put out of 
the control of the trustee. But it may be 
necessary. 

In the great majority of cases in our ex- 
perience, the trustee is confronted with the 
problem of whether it should liquidate the 
business or operate it in an endeavor to 
bring it into a situation where it can be 
disposed of without too great a loss to the 
estate. Here, after obtaining such technical 
advice as can be got, the trustee must use 
its own judgment, but it should do so with 
more than becoming modesty as to its abil- 
ity to pursue the latter course—for the 
way is long and hard. 

It is not so difficult to determine ap- 
proximately what can be obtained by liqui- 
dation—reliable appraisers will give a pretty 
good idea of that—but an estimate of the 
prospects for continuance is much more dif- 
ficult. In this, it is, of course, cesirable to 
have an outside survey of the business made. 
In many cases it is necessary and desirable 
to have such a survey made by firms of 
industrial engineers, but in many cases we 
have found that we got the most helpful 
advice by getting customers of ours in a 
similar line of business to make a survey 
and give us their opinion. Naturally this 
can only be done when a disinterested opinion 
can be obtained. 

Unfortunately, only a limited time can be 
given to the determination of those prob- 
lems, for if the business is ultimately to be 
continued, every day of delay adds to the 
difficulty. The death of the owner in itself 
strikes a great blow at the morale of the 
concern and during the subsequent period 
of uncertainty momentum stops, dissension 
arises, officers and employees hecome doubt- 
ful of the future and either slacken their 
efforts, or what is worse, begin to look 
for other positions, believing that their 
present ones are only temporary. Rumors 
of all kinds begin to circulate in the trade, 
customers look for other connections that 
they know will be permanent—and general 
demoralization ensues The very efforts to 
determine what can be done with it are of 
inestimable damage to it as a going concern 


Announce Intention to Operate 


AVING finally determined that the 

business is to be continued, this should 
be announced with every atom of strength 
and conviction at command, not only in 
the business, but in the trade and in the 
business community in general. Spike every 
rumor to the contrary, and there will be 
plenty of them, as effectively as can be 
done. 

Then find the man to run it, and this is 
the most difficult problem. In some cases 
it has been possible to find a man already 
in the business capable of running it and by 
promotion and perhaps an option to purchase 
stock, it has been possible to interest him in 
continuing. In others it has been possible, 
through the bank’s customers to find a man 
in a similar business usually in some other 
city who is competent to undertake it. In 
some cases it has been necessary for us to 
advertise not only locally, but throughout 
the country before finding anyone suitable 
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and competent. The bank will have to make 
the proposition financially very attractive 
because the kind of a man it is looking for 
usually owns and runs a business of his 
own. 

When the man has been found, put him in 
absolute charge—making him responsible to 
the trustee alone. The matter of officers 
depends upon the particular circumstances. 
In same cases I have become chairman of 
the board and our nominee has become 
president. In other cases, I have gone in as 
president and he as manager. In any case, 
the bank must be in supreme potential con- 
trol because the responsibility after all rests 
ultimately on it. 

Put in a comptroller of the bank’s own 
choice unless there is one there in whom it 
can have complete confidence—and make 
him responsible—not to the officers above 
him, but to the bank alone. 

Fill the other offices and directorship as 
circumstances dictate—assuming control of 
the board. Arrange that the necessary sta- 
tistics come periodically to the bank so it 
can maintain an accurate idea as to the 
progress of the force. For example, if it 
be a manufacturing concern, obtain weekly 
reports of sales, with complete monthly 
profit and loss statements. 

And lastly, put at the disposal of the 
company all of the assistance which the 
bank can give consistent with the obligation 
not to compete unfairly in the slightest de- 
gree with the commercial customers in the 
same line of business. In securing credit— 
in obtaining new business—in negotiation 
with its customers—in obtaining credit in- 
formation—the bank can be of extraordin- 
ary benefit to it. But more than that it 
can bring to its general business and 
financial policy, the combined judgment of 
its entire institution. 

I have been speaking of a situation where 
the bank comes into absolute control. 
Banks will have numerous cases where 
its interest is substantial, but not con- 
trolling. In these instances, I conceive it 
to be its duty, through representation on the 
board of directors, to take such part in the 
management as its holdings justify. 


Mid-Continent 
(Continued from page 474) 


realize that the men who are conducting its 
vast affairs and carrying on its responsibil- 
ities are even as they, the children of Amer- 
ican soil, feeling with them and understand- 
ing them, and in a large measure, reflecting 
their best interest. 

“We are learning as a people that it is 
not enough for us to live and let live, that 
we have to live and help live if we are to 
enjoy the fullness of life ourselves, whether 
that life may be concentrated in a trust 
company, or national bank, or state bank, 
or in the United States of America in its 
relation to the rest of the world. 

“The American Bankers Association has 
justified itself in so many ways that it needs 
no defense from me, but I do appeal for a 
better appreciation of the obligations of ser- 
vice among bankers, a better understanding 
of their relations to each other, of higher 


AMERICAN BANKERS ASSOCIATION JOURNAL 


During the past two years we have sold our Letter 
Books to bankers and investment bankers throughout 


the United States. 


Many have been sent on approval. 


And only four have been returned. 


That is stronger proof of the practical value of ouz 
Letter Books than anything else we could tell you. It 
comes from your side of the fence; from those whose 
business problems are much the same as yours. 


On that basis we should like to submit our Book of 


Bank Letters to you. 


Not as a book; but as a business 


help. And if, after you have seen the book, you don’t 
think it well worth the Twenty Dollars we ask for it, 
merely mail it back. That will end the matter. 


«Drop us a line today. The book will be sent promptly, 
on approval to bank executives. 


INVESTMENT-ADVERTISING- COMPANY 


208 South 
LaSalle St. 


CHICAGO 


standards of citizenship. I have been glad 
of the opportunity to help spread a better 
understanding of the functions of banking 
as an essential basis for intelligent legisla- 
tion, for in such a democracy as ours public 
opinion can function efficiently only on a 
basis of understanding. 

“That has been the aim of the Asso- 
ciation, and the greatest privilege in my con- 
nection with it has been, for the past five 
years to have the privilege of organizing the 
Public Relations Commission and help it to 
function along these lines of education, 
which marks perhaps in another sense the 
era of greater understanding of the work we 
do and the place we occupy. So it is a very 
great pleasure for the Trust Company Di- 


‘Telephone 
Harrison 1577 


vision to give of its bounty, from its years 
of experience in this work, and to assure 
you all that we only ask that it be intelli- 
gently used and that the service which it 
bespeaks be intelligently rendered in order 
to feel that it justifies its efforts. 

“A good many years ago, an old Greek 
philosopher told his people that the only real 
measure of success in any man’s life was 
the measure of his service to others and that 
has been the high standard of the trust 
companies of America, and which we hold 
aloft as one which we should sustain in the 
assurance and there is a field big enough 
for us all. This is the opportunity which calls 
us all and demands the best that we have, 
and we are glad to dedicate this occasion 
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EVERY DOLLAR THAT HAS BECOME DUE ON FIRST MORTGAGE 
BUILDING BONDS SOLD BY US HAS BEEN PAID TO EVERY INVESTOR 


Another Evidence of the 
High Degree of Safety of 
First Mortgage Real Estate Bonds 


Listed below are $10,000,000 of original issues of First Mortgage 
Bonds sold by us, of which over $8,500,000 were outstanding when 
called during the past year, before their maturity. 
purchased these bonds have received, in addition to the full pay- 
ment of principal and interest, call premiums of from 2% to 4% 
representing over a quarter of a million dollars of profit. 

This is one of the indications of the conservative judgment of the 
American Bond & Mortgage Company in the First Mortgage Real 
Estate Bond field, and also bears out emphatically our estimates 
of real estate values and rental returns. 

These issues are typical of the strong security safeguarding all 
First Mortgage Bonds sold by us over a long period of years, dur- 
ing which time our capital and surplus has steadily grown until 


it now exceeds $7,500,000. 


Occupying a pre-eminent position in the First Mortgage invest- 
ment field, the American Bond & Mortgage Company is well quali- 
fied to serve conservative investors. 


Outstanding 
When Called 
$192,500 

205,500 


Original 
Issue 
$225,000 

275,000 


1,100,000 


1,500,000 
1,650,000 
110,000 
65,000 
2,000,000 


ments 

*1,000,000 
ments 

**1,350,000 
1,425,000 
100,000 
65,000 
875,000 


Jonquil Hotel 


Theatre 

1,440,000 
26,500 
500,000 
40,500 
315,000 
1,055,000 


1,800,000 
50,000 
550,000 
46,500 
385.000 
1,300,000 


Palace Theatre 


Established 1904 


127 North Dearborn St., Chicago 


Detroit Cleveland Philadelphia 


Name 
Ainslie Apartments . 
Belle Plaine and Kedvale Apart- 


Broadway and 74th 1 Street Apart- 


Claman Hotel 
Eastern Building Corporation 


Kenilworth Court ‘Apartments 


Loew’s Theatres . : oe we 
Norman Building . . ... . 


Roycroft Apartments. 
Stratford Building . 
Fox Office Building and Studios 


*This issue was refinanced by a large savings bank for 
$1,000,000, the outstanding principal amount, at 512%. 


**This issue was also refinanced by a large savings bank 
at 5% interest rate for $1,300,000. 


We earnestly advise that you write for information regarding new 
and attractive issues now being offered for sale to yield 614%. 


Write for Booklet AJ-228 


| AMERICAN Bonn & MorteacE Co. 


AN OLD RESPONSIBLE HOUSE 
Capital and Surplus over $7,500,000 


Investors who 


Call 
Price 


102 


Called for 
Payment 
May 15, 1925 


Feb. 


Nov. 
Sept. 


102 15, 1925 
1925 
1925 
1925 
, 1925 

1925 


103 
103 
102 
102 


104 
103 
102 
103 
102 
102 pt. 
102% Jan. 


1925 
1925 
1925 
1925 
1925 
1925 
1926 


Incorporated 


345 Madison Ave., New York 


Boston And over 30 other cities 


to the furtherance of that common ideal.” 

D. C. Biggs, Governor of the Federal Re- 
serve Bank of St. Louis in extending an 
invitation to the visiting bankers to visit 
the Federal Reserve Bank referred to the 
rechartering of the Federal Reserve Banks. 

“For various reasons this Congress prob- 
ably will be by far the best Congress to pass 
it,’ he said. “If you wait for a Presidential 
election they will make it an issue. There 
should be no politics in it, and, in my judg- 
ment, the charter should be extended for a 
reasonable period of years, because some 
people are hesitating to come into the Sys- 
tem. I believe it is beginning to be more 
appreciated by the business man today than 
it has ever been heretofore.” 


A. B.A. Interim 


(Continued from page 476) 


fer with the Committee of the National Tax 
Association on proposed amendments to the 
income and dividend alternative provisions 
of Section 5219, Revised Statutes. The 
Committee which consists of Oliver C. 
Fuller, Chairman; Thornton Cooke, Stephen 
Baker, Elmer A. Onthank and Rome C. 
Stephenson was empowered with the Gen- 
eral Counsel of the Association to further 
the enactment of legislation in general har- 
mony with proposed amendments to the sec- 
tion which have been approved in principle 
by the Special Committee on Taxation and 
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the Committee on State Taxation of the 
Association. 

With reference to the policy of the Asso- 
ciation to procure the elimination of the 
$300 exemption of income from building 
and loan associations, as provided in the 
proposed Revenue Bill, the General Counsel 
was authorized to construe the sentiment of 
the Administrative Committee to be that if 
it was impossible to secure such elimination 
then, as a matter of justice, it should be 
urged that savings deposits be included in 
the exemption. 

The General Counsel reported that the 
New Revenue Bill provides for the elimina- 
tion of the gift tax and the reduction of 
the Federal Estate tax from 40 per cent to 
20 per cent maximum with a credit of 8C 
per cent, instead of the existing 25 per cent, 
of inheritance taxes paid to the states. Mr. 
Wilkinson urged that the Association op- 
pose the 80 per cent exemption, as being 
a direct invitation to the states to raise their 
rates. After discussion it was decided to 
refer the question to the joint consideration 
of the Committee on Federal Legislation 
and the Special Committee on Taxation of 
the Trust Company Division, with power. 

There was also referred to the joint con- 
sideration of the Committee on Federal 
Legislation and the Special Committee on 
Taxation of the Trust Company Division, 
the matter of reinstating the retroactive 
provision, first put in the Bill by the Ways 
and Means Committee and then eliminated 
from the Bill as reported, which would 
make the 25 per cent maximum of the Act 
of 1921 applicable to all taxes paid or in- 
curred by the estates of decedents under 
the 1924 act. 

The Committee instructed the Economic 
Policy Commission to make an investigation 
of the subject of installment buying and the 
Commission’s findings and recommendations 
will be reported at the Spring Meeting of 
the Executive Council. 

The American Bankers Association has 
heretofore declared itself in favor of the 
immediate rechartering of the Federal Re- 
serve Banks by Congress for the period of 
ninety-nine years or in perpetuity and that 
the extension of the charter should be made 
with reference to any proposed amendments 
to the Federal Reserve Act. 


Constitutional Amendment 


HE Administrative Committee proposed 

the following amendment to Article VIII 
of the Constitution which to become effective 
will have to be approved by the General 
Convention. The new matter is in italics; 
an omitted word is in parenthesis: 


“The Administrative Committee shall consist of 
four elective members of the Executive Council 
whose terms of office shall continue not more than 
two years during their terms of membership in the 
Council, and who at the time of their election shall 
reside in one of the Federal Reserve Districts not 
already represented on the Administrative Com- 
mittee; of the President, First and Second Vice- 
Presidents and last living ex-Preside.t of the 
Association; and of the Presidents of the National 
Bank Division, State Bank Division, Savings Bank 
Division (and), Trust Company Division and of 
the American Institute of Banking Section, Clear- 
ing House Section and State Secretaries Section. 
In the absence of the President of any Division 
or Section from any meeting of the Administrative 
Committee the First Vice-President of that Division 
or Section may act in his place.” 


| 
| 
| 
| 
| 
| 


January, 1926 


A Plan 


(Continued from page 464) 


the past few years has been giving special 
consideration to the subject and it has 
brought about, through the cooperation of 
banks, practices which have cut operating 
costs. As early as 1913, the Section set out 
to standardize checks and other commercial 
papers through the adoption of approved 
sizes. 

Present at the Philadelphia meeting were 
several bankers, who had been prominently 
identified in these past efforts to bring about 
the reforms now sought. These included 
W. F. Augustine, vice-president, Merchants 
National Bank of Richmond, Va.; Norman 
T. Hayes, assistant vice-president, Philadel- 
phia National Bank; E. R. Rooney, vice 
president, First National Bank, Boston; 
O. Howard Wolfe, cashier of the Philadel- 
phia National Bank, and representatives of 
the Divisions and Sections of the American 
Bankers Association. 


Making All Items Uniform 


FTER considering the matter from all 
angles, the committee decided that it 
would be the part of wisdom to arrange the 
checks so that a glance at the right hand end 
would be sufficient to obtain all of the vital 
information. The following report which is 
to be incorporated in the general conference 
report of the Department of Simplified 
Practice with respect to bank checks and 
drafts was framed: 

“We recommend that the following items 
on customers’ checks (other than those 
drawn in draft style) should appear at the 
right hand end of the check: Check number, 
transit number, date, amount in figures and 
signature. 

“In following this practice every essential 
feature of the check will appear at the right 
hand end, which facilitates efficient mechan- 
ical handling. 

“The transit number should appear in 
Gothic or Litho Roman type (not in script) 
and should properly include in addition to 
the transit number of the bank on which the 
check is drawn, the number of the Federal 
Reserve Bank District (and Branch Federal 
Reserve Bank symbol) in which such bank 
is located. Such Federal Reserve District 
number (and symbol) should appear imme- 
diately beneath the transit number of the 
bank on which the check is drawn, for 
example 68-12. 


5 


Bank Drafts and Customers’ 
Checks in Draft Style 


66 ANK drafts and customers’ checks 

drawn in draft style should be made 
to conform, as far as possible, to all essen- 
tial features recommended for customers’ 
checks not drawn in draft style, except that 
the name of the bank on which the draft or 
check is drawn should appear in the lower 
left hand corner. In the case of bank drafts, 
the transit number of the drawee bank 
should appear at the left of the name of 
the bank. The transit number of the draw- 
ing bank should appear at the right of its 
name, whether such drawing bank’s name is 
printed at the top of the check or on the 
signature line. 
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FREE 


To Executives 


A beautiful sample Autopoint Pencil 
See coupon below 


Build Business! 


Use this wonderful new pencil to increase sales 


Learn the experience of thousands 


Now you can give a souvenir 
that will definitely show you 
great gains in dollar business. A 
souvenir that everyone admires, 
everyone likes. One used today 
by thousands of big manufactur- 
ers, banks, industrials and private 
individuals. Companies _ like: 
Standard Oil Co., Westinghouse 
Electric Company, Chatham & 
Phenix_Bank (New_York), Illi- 
nois Central R. R., Simonds 
Saw & Steel Company, and many 
others. 

You cannot afford to overlook 
this big bet. It is the best thing 
that has gone on the souvenir 
market for years. 


This new sales builder is the 
Autopoint Pencil. 


in all colors and in any degree of 
hardness and softness you wish. 

Autopoint is offered in a wide 
range of prices, with silvonite 
tips or gold tips, each with its 
own distinctiveness, its elegant 
rich quality. Stamped with your 
name or name of person you give 
it to included, in quantity prices. 
Nothing like it offered before. 
Widely advertised nationally — 
everyone knows Autopoint. When 
you give it, people appreciate it. 
It puts your name before the man 
you want to reach. The best ad 
possible. 

Today send the coupon for 
further particulars—find out about 
our attractive prices, about stamp- 
ing names, etc. May be had in 
individual boxes. 


Your Name Here A 


It cannot jam or go wrong, for 
it has no complicated parts. There 
are just two parts that move. 
Feeds from the tip instead of the 
top. Made of Bakelite, the 
world’s most beautiful finish, in a 
wide range of colors. Leads come 


The Better Pencil” 


AUTOPOINT COMPANY 
4619 Ravenswood Avenue 


“Advertising matter, pictures and so forth 
should be omitted from the face of checks; 
if, however, trade marks or insignia or any 
other display be used, such device should 
appear in the upper left hand corner of the 
cneck. Any such extraneous features should 
not occupy the space used for the payee’s 
name or other essential features. 


Voucher Checks 


66 OUCHER checks when folded on the 
center should conform in size to all 
recommendations made for cashiers’ checks, 
but in arrangement should include the es- 
sential features of the recommendations for 
customers’ checks not draft style. 
“We appreciate all the difficulties that will 


Let us send you 
a sample. 
any executive. 
ply attach the cou- 
pon to your letter- 
head. Do not delay 
—act NOW 


Free to 
Sim- 


AUTOPOINT 
COMPANY, 
4619 Ravenswood Ave., Chicago, 


Without obligation, please rush sam 
Pencil, b * 


Name 
Position 
Company 
Address 


Chicago, Illinois 


arise with many bank customers who will 
insist upon using checks which suit their 
own purpose or forms which are primarily 
advertisements and only incidentally serve 
as checks. In addition to the recommenda- 
tions we will make in this report, we strong- 
ly urge that all possible pressure be brought 
on printers and lithographers to submit to 
interested banks any unusual forms before 
filling such an order, and that in all litera- 
ture which is to be sent to banks throughout 
the United States on the subject of stand- 
ardized checks, emphasis should be laid on 
the need of cooperation along these lines. 
We are confident that desired results can 
be obtained if banks will only explain to 
their customers the unnecessary costliness 
of handling checks unusual either as to their 


(>? 
| 
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size or form. The advertising on these 
checks is certainly a very questionable value, 
if of any value at all.” 

Hence a widely representative group of 
business volunteers has been marshalled for 
a nation-wide campaign on waste and lost 
motion in the manufacture, sizing and ar- 
rangement of the essential data of checks. 
The success of the effort depends upon 
willingness of each group to do its part in 
bringing about the new order. While the 
immediate objectives seem amazingly simple, 
if fully attained they should result in an 
annual saving to banking and business of 
millions of dollars. 

The success of the movement depends on 
the voluntary action of all groups, but banks 
can play a major role since they order the 
bulk of checks printed. The enthusiastic 
support of this movement by all the inter- 
ested groups presages a splendid forward 
step in simplification and saving. 


Service Charge 
(Continued from page 468) 


bankers know so much about. 

“The Facts About the Overdraft” was 
thrown in because it was sorely needed by 
the small checking customer. It required 
only 1 minute and 12 seconds, and pointed 
out that overdrafts are posted in red be- 
cause they are dangerous—to both the bank 
and to the customer. “If we borrowed our 
neighbor’s lawnmower without permission, 
the neighbor would at least think it very 
inconsiderate,” it said. “If we borrowed a 
few dollars from a man’s pocket, without 
first asking him for it, the law would call 
it stealing. Yet, we occasionally write 
checks that overdraw our accounts, which 
is simply trying to borrow without per- 
mission.” 


A Check’s Autobiography 


UMBER_ Seven was entitled “The 
journey of a Bank Check,” and took 
2 minutes and 4 seconds to read. In this 
booklet, the canceled bank check did the 
talking. It described all the hands, banks, 
machines, etc., it went through from the 
time it was issued until it got back to its 
maker in the monthly statement. It wound 
up by saying: “I am glad to be back home. 
I had a big trip. All I hope is that my 
boss keeps a good balance at the bank to 
pay them for all the trouble they took to 
entertain me.” 
“The World’s Cheapest Bookkeeper” re- 
quired 1 minute and 36 seconds to read, and 
it started like this: 


WANTED—Bookkeeper and Treas- 
urer; must be capable of handling 
funds and rendering monthly state- 
ment; must furnish own safe and 
guarantee safety of money; must 
furnish necessary books, stationery, 
etc. Salary to start forty-two cents 
a month; possible opportunity for ad- 
vancement. Box J 72. 


The leaflet then pointed out that when 
a person enters a bank to open an account 
with one hundred dollars, he asks his bank 
to take just such as offered in the ad. It 
then continued with arguments about the 
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amount of service a man gets from his 
banking institution, whereas the best a bank 
can earn—gross—on a hundred dollar ac- 
count is 42 cents a month. 

Old, commonplace, John Doe was the 
hero of “The Service Charge Solution,” 
(1 minute and 40 seconds). John bought 
some steak at the butcher shop and knew 
he paid for rent, electric lights, clerk-hire, 
and profit, as well as for meat. Then he 
went on down to the bank and the cashier 
explained the service charge—not as a 
money-making contrivance, but simply a 
means of permitting the bank to break even. 
John Doe saw the point, and was satisfied 
The booklet concluded by referring to the 
St. Louis service charge and by “feeling 
sure” the customers would see the justice 
of it. 


January, 1026 


A Theory Proved 


HIS advertising campaign proved a 
theory that had been held by many S:. 
Louis bankers. The theory was that bank 
customers are just plain, ordinary human be- 
ings who want to play fair. They do not 
want to be swindled; neither do they want 
to cause anybody a loss—not even a bank. 
Every institution that used all or a part 
of the advertising material reported com- 
paratively few complaints about the service 
charge. In our own institution, the Missis- 
sippi Valley Trust Company, many cus- 
tomers said “Why didn’t you charge me 
before, if you were losing money? The 
convenience and safety of my checking ac- 
count is worth more than $1.00 a month to 


The Catholic 


during the coming year. You can 
easily obtain their trade and hold 
their good will through the Cath- 
olic Art Calendar. 


This beautiful Art Calendar is 
gladly welcomed in the Catholic 
home. It is not only large (9”x 
17”) and shows many beautiful re- 
ligious paintings in full colors, but 
it contains much useful informa- 
tion that gives it an important 
place in the home life, and will be 
referred to daily. In addition to 
the large masterpieces, there are 
also 68 small pictures which illus- 
trate the days of special Catholic 
devotion. And besides it contains a 
great fund of information which 
serves as a guide in religious ob- 
servances. 


EXTENSION PRESS 
Calendar Dept. 


25 EAST LAKE STREET 
CHICAGO, ILL. 


There is no other way to get 
this Good Will~ 


HERE are more than 22,000,- 
© 000 Catholics in the United 
States. They will buy one- 
fifth of everything that is sold 


to Executives 


See Coupon Below 


There is no other way for you to 
secure the appreciation and good 
will that you receive by presenting 
these calendars to your Catholic 
friends. Your advertisement at 
the bottom of every page is a con- 
tinual year ’round reminder in the 
Catholic homes OF THE BUSI- 
NESS WHICH YOU ARE IN. 


You must see one of these calen- 
dars to appreciate its beauty and 
advertising value. We now have 
some advanced copies of the 1927 
Catholic Art Calendars. Send for 
one at once. FREE on request. 


Write Today 4 


Extension Press Calendar 
Department 
25 E. Lake St., Chicago. 
Without obligation, please send an 
advanced copy of the 1927 Catholic Art 


Calendar. I attach business card or 
letterhead. 


Position 
Company 
Address 


. B. A. J. Jan. 26 
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me, and I don’t want you to carry it at a 
loss.” 

Of course, many accounts were closed in 
every bank, but the average was less than 
$40 each. Many of these small balances were 
transferred to savings departments or con- 
solidated with other accounts. The rest of 
the small checking customers either  in- 
creased their balances or cheerfully paid the 
charge. Our clerical expense went down; 
our gross income went up. Overdrafts 
ceased to be such a bugbear. 

There was no unfavorable public crit- 
icism. The newspapers all published fair 
and just news items about the charge and 
why it was being made. Two or three of 
them printed favorable editorials. So even 
the newspapers were sold the idea—and it 
was not because they were receiving ad- 
vertising; they are too independent for that. 

It is the opinion of St. Louis bankers, 
generally, that the service charge is a great 
success. Not one would think of aban- 
doning it. Yet, it took years of considera- 
tion and years of argument to bring it into 
the realm of reality. 

The St. Louis bankers were doing what 
many other bankers are doing today— 
shadow boxing. They were afraid of some- 
thing that really didn’t exist—the monster, 
“Unreasonable Public Opinion.” And for 
a long time they preferred to avoid this 
dragon at a cost of several hundred thou- 
sand dollars a year. 

But they found that when their customers 
were shown the light, no serious objection 
was made to the service charge—that when 
ignorance was eliminated, suspicion ceased. 

Some day, all the bankers will come out of 
the corner and stop whispering to them- 
selves about their business. 


Congress and— 
(Continued from page 470) 


Succeeding Senator Owen as the rank- 
ing minority member under the rule of 
seniority which governs the appointment of 
committees in the Senate is Senator Dun- 
can U. Fletcher, of Florida. He is one of 
the veterans of the upper house in Con- 
gress, only six other Senators having served 
longer. Senator I"letcher had a large part 
in the framing of the Federal arm Loan 
Act and has been particularly interested in 
legislation dealing with rural credits. 

Three other members of the committee 
at the last session have been relieved of 
their assignments on this committee to 
serve on others. They are Frank L. Greene, 
of Vermont; John B. Kendrick, of Wyom- 
ing and Walter I’. George, of Georgia. 


The New Senators 


IVE new Senators will sit on the com- 

mittee, bringing with fhem the benefits 
of expefierce in varied fields. 

Three Democratic members are making 
their initial’ appearance. Lawrence D. Ty- 
son, of Tennessee~is an industrialist, a busi- 
ness man and a soldier, with a distinguished 
war record as a Division Commander in the 
A. E. F. 

Sam G. Bratton, the newly elected Sen- 
ator from New Mexico, comes from the 
bench. He served as a district judge in 
that state and was subsequentiy elevated 
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to the Supreme Court of New Mexico as 
associate justice. 

Earle B. Mayfield, of Texas, is also a 
lawyer. He was a member of the state 
Senate for several years and later served 
for ten years as a member of the State 
Railroad Commission. 

On the Republican side, Frederic M. 
Sackett, of Kentucky, another first termer, 
has been appointed on this committee. Ed- 
ucated as a lawyer, Senator Sackett is a 
business man, who has had wide experience 
in the coal mining and public utility 
business. 

Lynn J. Frazier, of North Dakota, has 
been assigned to the committee. Senator 
Frazier, a staunch advocate of the Non- 


Two Buffalo Banks Unite 


MONDAY; December fourteenth, the 

Fidelity Trust Company and the Manu- 
facturers and Traders National Bank, became 
the Manufacturers & Traders Trust Company. 


THIS merger results from the desire of the 

officers and directors of both institutions 
to augment their resources, service, and ex- 
perience for the benefit of the fast growing 
businesses of Buffalo and Western New York. 


"THE new institution will maintain the high 

ideals which inspired the founders and 
and which have earned the faith and respect 
of the business houses of the community. 


Manufacturers & Traders Trust Company 
Buffalo, N. Y. 


Resources More Than One Hundred Millions 


partisan league, served as governor of 
North Dakota for three terms before be- 
ing named for the United States Senate. 
Before entering politics, Senator Frazier 
was a farmer. He was numbered among 
the insurgents at the last session of 
Congress. 

With these exceptions, 
the committee in the 
unchanged. 


the personnel of 
Senate will be 


Changes in the House 


HERE are four new members on the 

House Committee on Banking and Cur- 
rency. 

Of the twenty-one representatives, seven- 
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teen have served in prior sessions. Otis 
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Let Your Hotel 
Boost Your I own 


It’s the cosy, homelike at- 
mosphere of the modern 
hotel that causes the guest 
to appreciate your town; 
makes him loath to leave 
and anxious to come again. 


Nor can this desirable im- 
pression be imparted by 
the hotel that is no longer 
modern! 


There can be a modern 
hotel in YOUR town; it’s 
just a question of financ- 
ing. 

That question is answered 
in THE FINANCIALIST, a 
monthly journal devoted to 
the subject of community 
hotel financing. *Twill be 
sent gratis if you’ll ask us 
to place your name on our 
complimentary Banker’s 
list, “B-1.” 


- Penn~Harris Trust Bldg 
- HARRISBURG~ PENNA - 


Morton D. Hull (Republican) of Illinois 


Wingo, of Arkansas, is the ranking mem- 
ber among the Democrats. 

The three new Republicans on the com- 
mittee are: Joseph L. Hooper, of Battle 
Creek, Mich.; John C. Allen, of Monmouth, 
Ill, and Godfrey G. Goodwin, of Cam- 
bridge, Minn. Mr. Allen is president of 
the Peoples National Bank of Monmouth 
and is also head of a large department 
store. Mr. Hooper and Mr. Goodwin are 
lawyers. 

Eugene Black, of Clarksville, Tex., is 
the new member of the committee on the 
Democratic side. He has served several 
terms in Congress. 

To former members of the committee— 


and Charles A. Mooney (Democrat) of 
Ohio—have been given assignments on 
other committees. Arthur B. Williams 
(Republican) of Michigan died last spring. 


Prevent Wastage 
(Continued from page 502) 


corporate fiduciary has no soul the courts 
of equity are forced to admit that it has 
a conscience, for courts of equity can only 
act upon the conscience of a person, natural 
or artificial, and compel the performance of 
moral as_ distinguished from legal 
obligations. 
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Every right duty and liability of a trus- 
tee and every right of the beneficiary dur- 
ing the entire administration of a trust is a 
matter of law and conscience. 


Liabilities Imposed on Trustee 


oo of the liabilities imposed upon the 
trustee seem to be harsh. A trustee is 
personally liable for all contracts that he 
may make concerning his trust. It is true, 
hat if he is acting on the proper authority, 
he can indemnify himself from the trust 
estate, if the trust estate can respond; but 
if the trust estate can not respond, or if 
he has exceeded his authority in the making 
of the contract he must personally suffer 
the consequences. To avoid this personal 
liability, many trustees insert a clause in 
their contract providing that the other con- 
tracting party must look solely to the trust 
estate for satisfaction under the contract 
and will not hold the trustee personally 
liable. 

But there are other liabilities arising 
from the ownership and management of 
real estate that must be provided against 
by insurance, of one kind or another, for 
the trust estate, as a general rule, can not be 
held liable for damages arising out of torts. 
Naturally, all of these trusts concerning the 
ownership of private property and the rights 
of all of the parties concerned are dependent 
upon the continuation of laws respecting the 
ownership of private property. 

The corporate trustee is itself a creature 
of law. It has no vested right to life, 
liberty or the pursuit of happiness, as has 
an individual. 

It is, therefore, of the utmost importance 
that corporate trustees should individually 
and by collective action keep in the closest 
touch with the lawyer and with the law 
making bodies of our country in order to 
ward off the dangers that come from hasty 
and ill-advised decisions of court construing 
existing laws and from unconsidered prop- 
erty rights. 


S. H. Thompson 


Mr. Thompson of Quincy, IIl., is the new 
head of the American Farm Bureau Fed- 
eration, whose membership embraces more 
than a million farmers. 
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Pitfalls for Executors 
(Continued from page 487) 


is any “come back;” you do not know when 
there will be and when they come after dis- 
tribution of an estate you will not like it. 

I learned early in my trust company 
career, that when a man dies, his real estate 
passes direct to his heirs, if there is no will; 
or passes to his devisees, if there is a will; 
and an executor has nothing to do with the 
realty or collecting the income from it and 
paying the taxes on it, unless the estate is 
found to be insolvent or has obligations to 
such an extent that the personal property 
will not be sufficient to pay the debts and 
general specific*legacies. 

Nevertheless there is one problem we all 
run into, in connection with general taxes. 
Under our law, taxes are made a claim 
against an estate; in fact, taxes need not be 
probated against the estate. It is the duty 
of the executor or administrator to pay 
without probate, because it is a statutory 
claim, executors must know what those 
items are, and cannot overlook them, or the 
executor will become personally liable. 

In Missouri, taxes for 1925 became a lien 
on property on June 1, 1924. The dates in 
different states vary, but some date is fixed 
on which taxes become a lien. After the 
taxes are a lien and the owner dies, his 
executor or administrator will have to pay 
the taxes; they do not fall on the heirs or 
devisees. Where a man dies on the second 
of June of the year 1925, the estate would 
have to pay the taxes for the years 1925 
and 1926, although the part of the taxes 
are due and payable after the close of the 
administration of the estate. The executor 
must look after two years’ taxes and make 
reserves accordingly. The taxes for 1925 
and 1926 became a lien while he lived and 
thus there were two years’ taxes that had 
to be paid out of the estate, exonerating 
the devisees or exonerating the heir from 
the payment, if personal property is on hand 
to make the payment. 

Those tax items are so common that we 
ought not to overlook them, but, every now 
and then, I find some fiduciary who did, and 
he must assume the payment even after he 
has settled the estate. The collector does not 
look to the heirs or devisees. Executors 
must watch the point, although frequently 
executors and administrators pay no atten- 
tion to it. 

Another problem has caused me a good 
deal of study: The rule of law is, where 
property is devised, the devisee takes it, 
subject to whatever mortgages and en- 
cumbrances are on the property. In other 
words, he takes a burdened estate and it is 
his responsibility to look after the burden, 
if he accepts the devise. However, the 
holder of the mortgage debt has a right to 
present his note against the estate as an 
ordinary claim, have it allowed by the court, 
and, in consequence, the executor cannot set- 
tle the estate in due time without paying the 
mortgage claim as an allowed debt against 
the estate. The rule is that debts should 
first be paid out of personal property, and 
recourse be had to real estate only if the 
personal property proves insufficient. Here 
is a complication: 

The devisee should pay. He does not. It 
is allowed and the estate paid. The estate 


is out, if you please, $10,000. What is the 
executor going to do about it? He must 
force the devisee to refund the payment, 
else the estate will be short and those who 
are bequeathed the personal estate will be 
out. The executor may not permit that. 
While it is an unusual situation, it is one 
that, in the course of time many executors 
will experience and must take the pains 
and the trouble to make it right. 

Another problem I present to you is this 
question: On the death of the owner of 
real estate, the title passes to the heir or 
devisee. Immediately from the day of 
death, he is entitled to collect the income and 
pay the expenses, except the taxes which I 
have explained. Later on the executor may 
discover that the personal assets of the 
estate are not sufficient to pay the debts and 
general legacies, and will get a court order 
to take charge of the real estate and, from 
the time of the order, will collect the in- 
come and pay the expenses, using the net 
proceeds toward the payment of claims and 
legacies. In the meantime, the heir or de- 
visee collected substantial amounts of rent, 
applied very little in payment of taxes and 
insurance, and will have pocketed the excess 
over the rents. 

The Probate Court has no jurisdiction to 
order the devisee to pay back; he collected 
rents while he was lawfully in charge of 
the property, and had a right to take them, 
so far as the probate law is concerned But 
also, there is a superior law, that the heirs 
or devisees are not entitled to what is given 
to them by will or inheritance, unless the 
debts of the testator are first paid, and it 
would be natural to reach the net rents that 
the devisees or heirs have collected and 
have pocketed. To carry on the matter 
means a proceeding in court for an ac- 
counting. The executor will have to show 
the necessity of the estate, and the amount 
of net rents that the defendants have re- 
ceived and ask for restitution. If the amount 
is small, it would not pay to go to the ex- 
pense and trouble, but where the amount 
is considerable, the executor must not over- 
look the point. 


Convention Calendar 


STATE 
DATE ASSOCIATION PLACE 
May 18-19 Missouri 
May 20-21 Kansas Wichita 
May 25-27 Texas Galveston 
May 26-28 Pennsylvania 
Atlantic City, N. J. 
May 26-29 California Del Monte 
June 17-18 Illinois Springfield 
A. B. A. MEETING 

Feb. 18 Trust Companies of U. S. 


Waldorf Astoria—New York City 


Savings Bank Division Regional 
Conferences— :— 


Feb. 25-26 Washington Seattle 
Mar. 4-5 Missouri Kansas City 
Mar. 11-12 Georgia Atlanta 
May 3-6 Spring Meeting Executive 
Council, A. B. A. 
Pinehurst, N. C. 
Oct. 4-7 A. B. A. Convention 


Los Angeles, Cal. 


New Books 


INTEREST RATES AND STOCK 
SPECULATION. By Richard N. 
Owens and Charles O. Hardy. 196 pages. 
Published by The MacMillan Company, 
New York. 

The book undertakes a detailed analysis 
of the theory that fluctuations in short-time 
interest rates are the principal cause of 
variations in the level of prices of specula- 
tive stocks and in the volume of trading 
on the Stock Exchange. Its conclusion is 
that the money market is not in any sense 
a dominant factor in bringing about up- 
swings and downswings in stock prices. 


BUSINESS AND INVESTMENT 
FORECASTING. By Ray Vance, of 
the Brookmire Service. 182 pages. Pub- 
lished by Harper & Brothers, New York. 
A revised edition of the manual designed 

to aid one in the intelligent interpretation 

of all the available economic data which 
may help to throw light on future trends. 

It tells how to use business statistics and 

business barometers. 


AMERICA AND GERMANY 1918-1925. 
By Sidney Brooks. 191 pages. Published 
by The MacMillan Company, New York. 
This book deals with American relations 

with Germany from the armistice to the 

present time. The author closes his story 
with a discussion of the Dawes plan and 
its probable effects, and an interpretative 
forecast of future relations between the 
180,000,000 people of the two countries. 


FUNDAMENTALS OF INVESTMENT. 
Edited by Samuel O. Rice. 384 pages. 
Published by A. W. Shaw Company and 
sponsored by the Investment Bankers 
Association of America. 

The book, comprising 19 lectures by mem- 
bers of the association, seeks to give a bet- 
ter understanding of how to invest safely 
and profitably. Some of the chapters tell 
how to analyze investment values of securi- 
ties, how to gage safety of principal and 
income, where to look for underlying re- 
sources, when to know the market price is 
right, what factors, taxes and other special 
features affect marketability. The range of 
interest rates, the standards of income yields, 
and the result of supply and demand on 
vields are all discussed. 


New York Bankers to Meet in Quebec 

Chateau Frontenac, Quebec, Canada, has 
been selected by the New York State Bank- 
ers Association as the place for its 1926 
convention. The meetings will be held on 
Monday, Tuesday and Wednesday—June 
21, 22 and 23. 


New Secretary of Commerce and Marine 
Commission 
AVID B. BUNIM, Secretary of the 
Commerce and Marine Commission of 
the American Bankers Association for the 
past three years, has resigned to accept a 
position with the real estate mortgage house 
of Halley, Knox and Koenig, 50 East 42nd 
Street, New York City. Mr. W. Espey 


Albig, Deputy Manager of the Association 
and Secretary of the Savings Bank Division, 
has also assumed the secretaryship of the 
Commerce and Marine Commission. 
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Discharge This Obligation 


By JOHN H. PUELICHER 
President, Marshall and Ilsley Bank, Milwaukee, Wis. 


F there is any good deed or any kind 
thing that we are going to do, let us do 
it now—we are reminded by the philoso- 
pher—for we shall not pass this way again. 

What kinder thing may we do for the 
whole people of our various communities 
than to disseminate among them, according 
to our abilities, information which shall help 
them to make the most of their earnings 
and their savings, and thereby live lives 
fuller, broader, safer and more independent 
than is possible without an acquaintance with 
fundamental precepts of business? 

The banker’s every day experiences have 
taught him the best rules, the primary rules, 
by which people can best work and best 
prosper. 

When I think of the thousands upon 
thousands of men and women working in- 
dustriously day by day, but, because unin- 
formed about these basic economic princi- 
ples, not getting the most out of their 
personal affairs so that in the end out of 
their industry they get little more, com- 
paratively than a horse on a tread mill, I 
am convinced that bankers could rescue 
many of them and actually transform their 
lives. I cannot escape the conclusion that 
the average banker has a moral responsibil- 
ity with respect to the industrious people of 
his community, and this lies in the sharing 
of his knowledge and experience in teach- 
ing prudent management, wise spending and 
consistent saving. 


UT you say bankers are ready to ad- 

vise, counsel and help those who come 
to them. True, but is that sufficient? In 
money matters that which seems simple and 
easy to the banker is often unknown or 
seems complicated to multitudes of people 
whose daily work does not concern itself 
primarily with banking. Therefore, there 
are those who spend foolishly or spend all, 
or perchance invest on the say-so of strang- 
ers or the carefully written phrases on 
printed pages. 

We are, therefore, not without responsi- 
bility if we sit within the four walls of our 
front office and wait until they come to us 
for counsel. To many the stone front is 
still too austere and terrifying, and to others 
the front office is way beyond their modesty, 
courage or ability to enter. Therefore, many 
will never come; many will only learn 
through bitter experience and not have op- 
portunity to profit in the end by the knowl- 
edge gained. If bankers wait for the people 
to come to their offices, they will administer 
to the needs of but few, while by another 
methad they could administer to the needs 
of many. 

An effective way to discharge the obliga- 
tion which rests upon every banker to help 
the people of his community to manage 
their personal affairs on business principles 
is to talk to the people en masse from the 
outlines of the educational lectures prepared 
by the Committee on Public Education of 
the American Bankers Association. 

Talk to audiences in schools, in men’s 
clubs, in women’s clubs, at workingmen’s 


meetings, whenever and wherever you can, 
and count not the time and strength of this 
service as lost! All will come back to you 
and to the bank. All will come back com- 
mercially and in the rich satisfaction of real- 
izing—as you soon will realize—that you 
are helping your community. ‘Anything that 
helps the community helps the bank. 

The vendors of worthless securities do not 
wait until the widow or orphan sends for 
them! Such vendors seek out your own 
people and walk in boldly again and again. 
The banker who is a friend to his com- 
munity must not, therefore, be timid about 
spreading that knowledge of business prin- 
ciples which will truly serve his people. 

Let us visualize a common case: The 
banker delivers a talk on banking in the 
high school of his town. Invariably the 
students, more impressionable than the 
adults, discuss the subject matter of that 
talk at home, usually at the evening meal. 
The parent or parent’s interest is aroused. 
A new train of thought has started. If an 
“investment” in some dubious offer is pend- 
ing, the parent is thus encouraged to ask 
the banker’s advice and thereby may be 
saved from a false step. In the event that 
no “investment” is pending, something at 
least of business and banking principles is 
carried right into the center of the family 
circle and sooner or later is sure to have 
its beneficent influence. 

Visualizing still, in a purely selfish way— 
well done educational work among his own 
people results ir a following for the banker, 
the influence of which is not likely soon to 
wane. 


UT it is not on a selfish basis that I 

appeal to the bankers of America to 
uphold the hands of the Committee on Pub- 
lic Education and to spread knowledge of 
economics and banking. Rather, I appeal 
to you as men in your communities to use 
the powers and abilities that are yours to 
talk to your people in public and at stated 
intervals that they may make their lives and 
their children’s lives better and happier. 

Here is a new year stretching away be- 
fore us. Make it count more than its 
predecessors in thus spreading happiness and 
the gospel of well-managed living. 

Let what you thus do for mankind this 
year and in this work be one of your 
pleasant memories in that time, perhaps 
to come, when you can work no more. 

I repeat that on every banker rests a 
solemn degree of responsibility for the well- 
being of his people in their financial affairs, 
and out of my own experience I know that 
every man who sets out to discharge this 
responsibility will find in his work a pe- 
culiar satisfaction and happiness which will 
make him resolute in his determination to 
continue. 

And finally, as this is our bounden duty, let 
there be no leisurely choosing of times. This is 
a serious work, an urgent work and, if you please, 
a noble work, so let us begin it now. 

Write to me personally or to the secretary of the 
Committee on Public Education, American Bankers 


Association, 110 East Forty-second Street, New 
York City. 
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A Resumé of Branch 
Banking 


GENERAL survey of the branch bank- 

ing issue has just been made by Charles 
W. Collins, Deputy Comptroller of the 
Currency, in a new book just published by 
The Macmillan Company of New York. 

It is more of a straightforward story of 
the branch banking question, brought up to 
date, rather than a treatise of the economic 
phases of the subject. While Mr. Collins 
is an outspoken critic of state-wide branch 
banking, he presents in a rather judicial 
manner the two sides of the question. The 
development of this practice among Ameri- 
can banks is briefly reviewed. The head- 
way that branch banking has made, he ad- 
mits, has not been great, reciting that out 
of nearly 30,000 state chartered and na- 
tional banks only 310 of these have in opera- 
tion one or more branches outside of the 
home city of the bank. 

He draws a clear distinction between 
home-city branch banking and branch bank- 
ing proper, for he contends that the former 
does not change the fundamental nature of 
the American unit banking system as the 
motive for the establishment of home-city 
branches springs “from natural economic 
causes which have changed the conditions 
under which business must be conducted in 
a modern large city.” Independent unit 
banking is not menaced in any way by this 
development, he insists. 

An adequate description of the branch 
banking situation in California is given, for 
Mr. Collins recites that “interest in the 
branch banking question is centered on the 
developments in the State of California dur- 
ing the past decade and in the potential pos- 
sibilities of similar developments in other 
states having a policy favorable to this form 
of banking.” Although the state legalized 
branch banking in 1909, it was not until 
1920 that the movement started up in a big 
way. From 1920 to 1923, he recounts one 
bank alone opened up fifty-two branches. 
The book describes the legal status of 
branch banking in the various states and 
tells how 103 statutory branches of national 
banks were set up and reviews how the so- 
called “teller windcw” branches, first au- 
thorized under the administration of Comp- 
troller of the Currency Crissinger, came into 
being through the exercise of incidental 
power to do “whatever was necessary for 
the proper conduct of a banking business.” 

The branch banking question before the 
Supreme Court of the United States is dis- 
cussed in a chapter dealing with the case of 
the First National Bank in St. Louis vs. 
State of Missouri, in which. it was keld that 
a national bank had no charter power, ex- 
pressed or implied, to establish and maintain 
a branch bank. Had the bank denied the fact 
of establishing and operating a branch bank 
and presented the issue upon the fact of 
having established an agency or additional 
office as a service instrumentality, he sug- 
gests that an interesting question might have 
been raised. The bank, in pleading its case, 
openly admitted establishing a branch and 
maintained a state could not question the 
act of a creature of the federal government. 

The various steps that have been taken by 
the Federal Reserve Board to hold branch 
banking within bounds in the system pend- 
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ing the declaration of a legislative policy 
on this question by Congress and its policies 
on this question are reviewed. 

The last three chapters of the book deal 
largely with the McFadden bill, which is 
now pending before Congress. 


Trusteeship 
(Continued from page 488) 


which case, the trustee should by notice in 
writing, delivered to the company, de- 
clare the principal and interest of all 
bonds outstanding, due and payable. The 
trustee may proceed to protect and enforce 
its rights and the rights of the bondholders 
under the mortgage whether for the specific 
performance of any covenant or agreement 
contained in the mortgage or for the en- 
forcement of any other appropriate legal 
or equitable remedy as may be most effective 
to protect and enforce such rights. In a 
case of collateral liens, the trustee may feel 
it advisable in case of default to sell the 
pledged security to the highest bidder after 
giving the required notice to the mortgagor. 
There are two usual courses after default 
—either the institution of foreclosure pro- 
ceedings by the trustee, or as is now usual- 
ly the case, the formation of a protective 
committee representing the bondholders. 
The growth of the protective committee 
received its greatest impetus during the re- 
cent war-time deflation. In a large propor- 
tion of cases, it is far more satisfactory 
from the bondholders’ viewpoint to effect 
a reorganization or sale of the company’s 
assets through committee action of the 
bondholders, rather than the individual ac- 
tion of the trustee. The deposit of bonds 
under a reorganization plan is becoming 
more and more understandable to the gen- 
eral public, and the ease of reorganization 
and avoidance of receiverships is benefiting 
to a marked degree the interests of the 
average bondholder. The power of the re- 
organization or protective committee is re- 
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ceived through the deposit of the bonds in 
question. The percentage required varies 
in accordance with the terms of the mort- 
gage, and upon the deposit of sufficient per- 
centage, the committee is given full powers 
to work out a plan of reorganization. The 
right to withdraw bonds after the formula- 
tion of a plan may or may not be given 
to the depositors. While the protective 
committee is operating, the trustee is usual- 
ly required by the covenants to accept their 
instructions as to his duties, as the com- 
mittee represents a majority of the bond- 
holders. 

Taxes constitute an outside lien against 
the mortgaged property that must be care- 
fully protected. Real estate, personal 
property, corporation and income taxes are 
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normally paid by the corporation. A com- 
plete perusal of the tax situation should, 
however, be made by the trustee, and a 
record set up showing these payments with 
duplicate receipts retained in the trustee’s 
files. 


Insurance May Be Inadequate 


IRE, tornado, and other insurance must 

be pericdically perused and the trustee 
should satisfy himself that the policies are 
carried in companies of more than reas- 
onable strength. Losses should be payable 
to the trustee. Insurance funds in settle- 
ment of a loss should be disbursed by the 
trustee for rehabilitation or additions, exten- 
sions and improvements only on a satisfac- 
tory showing. Too frequently a complete 
appraisal of mortgaged property is not 
available, and the borrower may therefore 
be carrying totally inadequate insurance to 
replace the property either for actual oper- 
ation or as security to the bonds. In some 
instances the company may establish and 
maintain an insurance reserve fund from 
its own earnings. In these cases a frequent 
statement should be obtained as to the 
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amount and nature of this fund and the 
trustee should satisfy itself that it would 
always be available in case of loss. 

The maintenance of the property and 
equipment is normally provided for in the 
mortgage. Particularly in recent 
mortgages a fixed sum or percentage of 
earnings must be expended annually on the 
property. This clause in the mortgage must 
be carefully enforced, and if necessary, the 
trustee is usually instructed to advance 
funds toward this maintenance, should the 
borrower be unable to maintain the efficient 
operation of the property in accordance 
with the terms of the agreement. When 
funds are thus expended by the trustee, they 
become a prior lien of the property, and 
do not relieve the borrower from a default 
under the terms of the mortgage. 


Dangerous Delegation of 
Responsibility 


HERE has been a growing tendency on 
the part of investment bankers unin- 
tentionally, no doubt, to minimize and limit 
the duties and responsibilities of the trus- 


tee. Recent mortgages have been submitted 
to us relieving responsibilities of the trus- 
tee to practically everything but wilful neg- 
lect, even the cremation of coupons may be 
made by the house of issue, and the trus- 
tee authorized to release the mortgage on 
the affidavit of the bankers that this crema- 
tion has been accomplished. We fail, how 
ever, to see how relief from actual liability 
can be escaped or how responsibility can 
be so easily delegated to a third party in 
view of a trustee’s legal responsibility un 
der the law. 

Again we must face the increasing ten- 
dency to relieve the trustee from the pay- 
ment of coupons. Each investment banker 
is naturally desirious of bringing the bond- 
holder to his office for these payments 
wherever possible. This matter is not so 
serious in its original aspects, but is in 
reality a step toward the dispossession of 
other prerogatives that should be retained 
by the trustee. 

Competition for corporate trust business 
often leads to the acceptance of trustee- 
ships that would not otherwise be consid- 
ered in their drawn form. The feeling too 
often prevails that they are collateral to 
other business with the corporation or bank- 
ers, and if they are not accepted as tendered, 
some other competing trust company will 
take the business, and that anyway the prob- 
ability of trouble is slight. This loss of cor- 
porate business through refusal to accept 
the terms of the mortgage would never 
seriously affect any reputable trust organ- 
ization, and in fact would in the long run 
reflect to the credit of the trustee so 
refusing. 

We of the trust profession cannot hope 
to progress and maintain our impressive 
position in the business world through the 
delegation of our powers to others or 
through the acceptance of business that does 
not stand on its own merits but is accepted 
solely for outside reasons. To grow, the 
trust department must maintain these prin- 
ciples and be dominated from within rather 
than from without. 


Community Trust 
(Continued from page 504) 


duties? This refers to the committee or 
distributing board, as it is often called. 
The selection of a name has never seemed 
to me a very happy one, and has led to 
some confusion. The trustees, properly con- 
sidered, are the trust companies, and they 
are not appointed, but, having evinced a 
willingness to receive funds, are selected by 
the various donors. Any trust company so 
selected is solely responsible (subject to 
state supervision of course), for the man- 
agement of that particular principal fund, 
save only that many of the community 
trusts provide that in any change of securi- 
ties or investments the new investment must 
first be approved by a majority of the com- 
munity trust committee. 


Division of Service 


HE committee, as established under the 
community trust agreement, is made re- 
sponsible for the distribution of the in- 
come. This clear separation of duties as 
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between the trust company on the one hand 
responsible for the administration of the 
principal, and the committee on the other 
hand, responsible for the charitable appli- 
cation of the income, as conceived in the 
mind of the founder, was little short of 
genius and is equaled only by the method 
provided for appointment of the committee. 
[It showed a broad understanding of the dis- 
tinct types of service required and of the 
character of the bodies best fitted in each 
case to perform them. The selection of 
trust companies to administer the principal 
of the various trusts, of various characters, 
is not a mere case of favoritism—it is the 
most natural and best method. The recog- 
nition that the use of income should be 
flexible, to meet changing needs, and that 
the determination of this use from year to 
year is a charitable function which can be 
performed properly only by a charitable 
board, non-commercial, operated not for 
profit, composed of citizens qualified by ex- 
perience and training to exercise wise and 
publicly acceptable judgment in such mat- 
ters, is equally natural and wise. This di- 
vision of service is one of the fundamental 
provisions of the community trust plan. 

The other original and fine conception of 
the community trust plan is in the method 
of selecting the committee. It is not a self- 
perpetuating body. It could hardly be in an 
institution such as this. It is a public body, 
representative in a broad way of the entire 
community and that gives it a peculiar 
power and appeal. Neither is it elected by 
popular vote. It strikes a happy medium. 
The general rule is that a majority of the 
committee (three or four) are appointed 
by public officials and a minority (two or 
three) by the banks which have agreed to 
cooperate in the community trust. 

Now we have had the privilege of talk- 
ing with several hundred of our leading 
citizens in Chicago about this community 
trust plan and the same has been true in 
other communities and it has been very 
pleasing to observe the almost unanimous 
approval with which these two fundamental 
features of the plan, when understood, are 
regarded. 

The questions which are most often 
asked, naturally, have to do with the or- 
ganization and functions of the committee. 
Is it, in fact, a charitable body operated not 
for profit? How does it get its money 
for its own running expenses? Who are 
the present members? What assurance 
have we that the present high character 
of the board will always be maintained? 
How is the board, or committee, selected? 

It is interesting to note the reactions of 
various individuals in these matters. Oc- 
casionally some one is found who seems at 
first to feel that the board would be stronger 
if it were a self-perpetuating board. His 
mind goes back to the fixed corporation for 
a fixed purpose. That would have the or- 
ganization entirely separate from every- 
thing else. But it is really surprising to find 
how readily and usually the imagination 
grasps the other idea of an institution which 
is not separate but which must always have 
a vital connection with the institutions and 
needs of the times in which it lives. That 
seems to appeal quite as much to men of 
great wealth and conservative tendencies 
as it does to others generally regarded as 
being more idealistic. There can be no 
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COLLATERAL TRUST GOLD NOTES 


(The National City Bank of N. Y., Trustee) 


The Notes of this Corporation are regarded by a nation-wide 
banking clientele as ae and attractive investment 


for short term funds. T 


ey may be obtained under customary 


option in varying maturities between 2 and 12 months. Com- 
plete information available on request to any of our offices. 


Commercial Paper Offices 


CHICAGO 
105 So. La Salle Street 


NEW YORK 
100 East 42nd Street 


SAN FRANCISCO 
225 Bush Street 


Financing exclusively dealers of 


THE STUDEBAKER CORPORATION 
OF AMERICA 


LLL LLL LLL LLL LLL LLL LLL 


question as to its advantage from the stand- 
point of the public at large. 

Of course the situation would be quite 
different if this board were responsible for 
the administration of the principal as well 
as the income. In the community trust plan 
the principal fund is fixed, relatively, but 
the income is not. The genius of the idea 
is a fixed board for fixed needs; a chang- 
ing board for changing needs. 


Appointing the Committee 


T has been said that it would be ideal 

if all of the members of the board were 
appointed by public officials. Such pro- 
vision has been made in one or two com- 
munity trusts. That probably would be 
ideal if we had ideal public officials. But 
my guess is that in the average community 
the proportion of three to two or four to 
three is about right. In Chicago, three out 
of the five members of the committee are ap- 
pointed by public officials; one by the senior 
judge of the United States District Court, 
and no one objects to that; one by the 
judge of the county probate court, and oc- 
casionally some one is found who fears 
that that person, whoever he may be, might 
at some time be influenced by political con- 
siderations; and one by the mayor. But in 
reply to any objection on that score we 
can always say that the banks which hold 
community trust funds appoint two, so that 
the presumption is strong that at least the 
majority will always be _ impartially 
appointed. 

I have not heard of any one anywhere 
who refused to use the community trust 
because of these public appointments. I 


HERE must be good 


reasons why we serve 


more banks than any other 


advertising organization in 


the United States. 


There are. Let us tell them. 
NS) 


THE COLLINS SERVICE 
230 Columbia Avenue 
PHILADELPHIA 


have known of many people who were 
drawn to the community trust because of 
the publicly representative character of the 
board, along with the other attractive feat- 
ures of the plan. 


The Board’s Important 


Functions 


E board has two important functions. 
The first is to supervise the distribution 
of the income. That we all know. The 
second is to visualize the community trust 


_ 
: 
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Dallas 
Dayton 
Denver 
Detroit 
Indianapolis 
Jacksonville 


Atlanta 
Boston 
Buffalo 
Charlotte 
Chicago 
Cincinnati 
Cleveland 


Toronto 
-London 


CANADA 
FOREIGN 


HE obligations of this institution are selected as appropri- 

ate and sound mediums for short term investment by a 
large banking clientele. They may be obtained in convenient de- 
nominations and suitable maturities. 


Full information may be secured through usual banking channels, 
or by addressing Financial Sales Department, at any of our offices. 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Offices: 


Branch Srares: 


Montreal 
Copenhagen 
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250 West 67th Street, New York City 


Omaha 
Philadelphia 
Pittsburgh 
Portland, Ore. 
St. Louis 

San Francisco 
Washington 


Kansas City 
Los Angeles 
Memphis 
Minneapolis 
New York 
Oklahoma City 


Winnipeg 
Antwerp 


Bank Officer Wanted 


STRONG MAN with 

bank executive ex- 
perience is wanted to act 
as vice-president and head 
of new business depart- 
ment of large Los Angeles 
bank. No investment 
necessary. Ihe man per- 
sonally must be a good 
producer. 


SANDERS -McCULLOCH 
COMPANY 
Bank Stock Brokers 
STORY BUILDING 
LOS ANGELES, CALIFORNIA 


in the local community. That we are be- 
ginning to understand. For in the public 
mind the board largely is the community 
trust. It is through the board that the 
community trust speaks and acts. That is 
the first and the last question which every 


potential contributor asks: Who are your 
board? Who are your directors? That is 
the reason why I think the name ‘“com- 
mittee” is not fully satisfactory. I like 
the name governing board, because it avoids 
confusion with boards of directors of the 
banks on the one hand or trustees of the 
community trust (which are the banks) on 
the other. 

The committee or the governing board 
visualizes the community trust. In the 
long run the community trust will be sub- 
ject to the same laws of growth as any 
other charity. It must develop a successful 
personality, and that personality must meet 
with the approval of the public. Then the 
public will give, and anything that is given 
before that is given in faith. Of course the 
community trust is just an agent or a trustee 
for distribution, but so in the strictest sense 
is any charity. 

Therefore the community trust, just as 
any college, or hospital or institution, speak- 
ing and acting through its board and the 
people who serve and act under the direc- 
tion of the board, must make itself ap- 
proved, and must create in the minds and 
hearts of people the desire to contribute. 
Then they will come to the banks for ad- 
vice and action and the banks will help, 
for the community trust believes in the 
banks and the banks must believe in the 
community trust. 


New Business 
(Continued from page 506) 


which specializes in the management of real 
estate for customers. This division does 
not, as a rule, compete directly with local 
real estate organizations, in that it does not 
canvass the market aggressively for general 
business of this character. In our own case, 
we manage several large office buildings, a 
great number of apartments, two-family 


houses, single dwellings, and various other 
properties, making for this service only a 
small charge on the income derived from 
rents. We take care of the necessary re- 
pairs for keeping the property in perfect 
condition, looking after the matter of taxes. 
hiring operators, janitors, and other neces- 
sary employees, and do, in fact, everything 
the owner would be forced to take care of 
if we were not acting in his stead. 


Corporate Trusts Limited 


HUS far, emphasis has been laid en 

tirely upon the development of personal 
trust business, and no mention has been mad 
of corporate trusts, registrarships and trans- 
fer agencies. It is much more difficult to 
develop customers for the corporate trust 
department, for this market is a very small 
one, being limited mainly to large railroads, 
industrial and mercantile organizations, and 
to colleges, hospitals, and other endowed 
institutions. 

The corporate trust officer is forced to 
follow the financial plans of the big business 
units in his district, and to anticipate wher- 
ever possible the issuance of new  securi- 
ties. The banking organizations which un- 
derwrite bond and stock issues often can 
control the naming of the trustee for the 
bonds and the transfer agent and registrar 
for stock, so that it behooves a trust com- 
pany to be on the friendliest footing pos- 
sible with all houses’ originating these 
securities. 

At times, the executives of the company 
issue bonds or shares, retain the right to 
name any one or more trust companies for 
such work, and the business then goes to 
the banks which the executives like best. 

In our own case, we act as treasurer or 
financial secretary for colleges, hospitals, 
and other endowed institutions, when so ap- 
pointed by the trustees. Usually our work is 
limited to the analysis of the investments 
to be made for the customer, while the 
treasurer or comptroller of the organization 
involved handles his own receipts and dis- 
bursements in whole or in part. 


Attracting Public Interest 


‘THE best method of attracting public in- 
terest to the service of the trust depart- 
ment involves a complete advertising 
campaign, consisting of from four to six 
advertisements in local newspapers, refer- 
ring to a booklet which is being distributed, 
either generally or on request, such adver- 
tisements to be followed by letters amplify- 
ing the newspaper copy. We usually limit 
our mailing to not more than four letters, 
which are sent out thirty days apart. It is 
also our practice to run the four or more 
advertisements not more than two weeks 
apart, and preferably in consecutive weeks. 
While newspapers and other advertising 
mediums do part of the job of seeking new 
business, the chief function of such adver- 
tising, as we see it, is to prepare the ground 
for a solicitor to call in person, during the 
six months’ period which such campaigns 
usually cover. Naturally the replies re- 
ceived to our letters, and the requests which 
come in for the booklets form the basis 
of the first calls which are made, after 
which the balance of the persons, whose 
names appear on the trust list, are seen. 
We feel that isolated booklets, which are 
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not backed up by newspaper campaigns, 
proper mailings, and personal solicitation are 
a waste of money. This is, of course, purely 
an individual opinion. The local newspapers 
and class publications, such as club mag- 
azines, are valuable in that they reach the 
type of person most likely to use the ser- 
vices of the trust department. 

Wherever possible, in our advertising 
copy we describe actual incidents, showing 
what we have done for our customers. 
While it is necessary to use fictional names 
and settings for such human-interest stories, 
we have found them to be very effective. 

We also stress the fact that, during the 
past thirty years, we have obtained a much 
wider knowledge of the intricacies of ad- 
ministration and investment than it is pos- 
sible for any individual to have, and that, 
furthermore, the Trust Company is im- 
perishable, while the individual is subject to 
human frailties. 


One Effective Point 


T is needless to dwell on the qualifications 

necessary for a man representing a bank 
as a trust solicitor, for these are well 
known. The solicitor, when talking to the 
prospective customer, calls his attention to 
the unusual features of our trust depart- 
ment operations. In every case stress is 
laid upon the fact that our Securities Analy- 
sis Division, composed of a group of experts, 
spends all of its time making recommenda- 
tions with respect to the investment of trust 
funds. Such recommendations are placed 
before the trust committee, composed of a 
group of our directors, all of whom are 
specialists in different lines of business. If 
the recommendations of the Securities 
Analysis Division are approved, they are 
then sent to our executive committee, which 
is the final court of authority. The final 
decision, when made, represents the unani- 
mous opinion of approximately twenty 
people as opposed to the judgment of the in- 
dividual trustee. Furthermore, we _ state 
with pride that the trust department funds 
are never raided for the benefit of the bond 
department or the bank as a whole, when 
investments are made. Trust investments 
are made entirely on their merit. 


Snares to Avoid 
(Continued from page 500) 


ilar language, the negotiability of the bonds 
may be seriously questioned. The impor- 
tance of this matter is by no means 
appreciated. 

Again it is important to ascertain that 
institutions of your state are permitted to 
act as trustee in the state in which the 
mortgaged property is situated. This is a 
matter which is ordinarily taken care of by 
counsel but the trust officer’s information 
may be of great assistance. The New York 
Corporate Fiduciaries Association has re- 
cently completed a survey which shows the 
right of a bank or trust company to act 
as trustee in the other states of the Union 
than that under which it is organized. In 
cases in which any part of the real estate 
of the debtor corporation which is to be 
subject to the mortgage is located in a 
state in which the trust company is not 
authorized to act, it is important to have 
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OS ANGELES WELCOMES the A. B. A. 

CONVENTION FOR 1926. It is not too 
early now to begin to make your plans for the 
enjoyment of your trip to the Pacific Coast. 
Make Security Trust & Savings Bank the back- 
ground of your plans, and utilize our facilities 
for serving the newcomer, to make your own 
trip here more pleasant and profitable. Send 
for our Road Maps, City Maps and Inform- 


ative Literature. 


EGURITYtTRtst 
& SAVINGS BAN K 


Capital and Surplus $13,000,000 
Forty-three Locations in Los Angeles Metropolitan District 


Safe 8% Bonds 


Representatives Wanted 
Liberal Commissions Paid 


We endorse each bond, guaranteeing interest and principal, 
which we collect and pay promptly. Bonds are secured by first 
mortgages on centrally located office buildings, commercial 
property, apartments and hotels In Florida worth twice amount 
of loan. Many Insurance and trust companies purchase our 
securities. Our company, established several years ago, spe- 


cializes in first mortgage 
particulars. 


Booklet AB gives full 


Palm Beach Guaranty Company 
Net Assets Over $1,250,000 


an individual join with the bank or trust 
company as co-trustee. While without this 
the mortgage would in all probability be 
valid, there would be considerable awk- 
wardness in effecting a resignation of the 
trusteeship and in substituting another trus- 
tee for the protection of the rights of the 
bondholders. 


Examine Counterparts Closely 


HEN the trustee has satisfied itself 

as to the desirability of the particu- 
lar piece of business and the mortgage or 
trust indenture has been prepared in suit- 
able form, there remain several other matters 
requiring attention. The mortage or trust 
indenture is printed or typewritten and is 
usually to be executed in several counter- 


parts, one original for the trustee, another 
for the company, and other counterparts for 
recording in different public offices. Care 
should be taken to see that the counter- 
parts for execution conform to the form 
of mortgage approved by counsel. This 
is necessary not because of the likelihood 
or possibility of attempted fraud or deceit 
on the part of counsel for the mortgagor 
company in submitting an indenture for 
execution with terms differing from those 
agreed upon, but because of the human 
susceptibility to error. It is manifestly im- 
possible, when the time for closing has ar- 
rived, to compare a long corporate mort- 
gage with the approved form of mortgage, 
word for word, but it is possible to com- 
pare the first and last lines of each page with 
the approved form in a few minutes, and 
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The Bankers Book 
Of Reference 


Volume XVII of the Ameri- 
can Bankers Association 
Journal is ready for dis- 
tribution. 

It consists of the issues of 
a full year—July, 1924, to 
June, 1925, inclusive, bound 
in book covers and lettered 
in gold. 

This is a book of reference 
which ought to be in every 
bank, and in the private li- 
brary of every banker, for 
with an extensive index in- 
cluding cross references it 
makes available a great fund 
of practical information. 

This treasury of banking 
information, business fact and 
banker opinion has a wide 
range of practical utility for 
it covers the whole range of 
banking. 


Sent postpaid in the United States for $4.00. 


AMERICAN BANKERS 
ASSOCIATION JOURNAL 
110 East 42d Street 
New York City 


U. S. HEADQUARTERS 
MAUSFR Arme 
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r 
tion, Zeiss Binoculars. 


Illus. Catalog 25c in stamps } 
A. S'TOEGER, /nc. 
224 East 42nd St., New York 
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= The C.L.DOWNEY CO. 


941-943 CLARK ST. 
CINCINNATI, OHIO. 


if this is done the necessary safeguard to 
permit the execution of the mortgage by 
the trustee has been taken. 

When the several counterparts of the 
mortgage have been found ready for sig- 
nature and have been signed by all parties 
and witnessed, it is a great mistake to dis- 
tribute them without a careful examination 
of each counterpart original to determine 
that the execution is really complete. Some- 


You Want 
To Preserve 


Your Journals 


But you cannot con- 
veniently do it unless 
you have a binder. 


HE Journal sells an 

especially made and 
lettered binder which will 
hold twelve numbers. 


Order a binder today, 
keep your Journals in it 
and you will find that you 
are building up a helpful 
book of reference. 


Sent postpaid to any part 
of the United States for 
$2.00. 
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Cashier wanted for Florida State 
Bank in good town with splendid 
future. Want man with ample ex- 
perience and who can become finan- 
cially interested. State age, experi- 
ence, salary expected, amount to in- 
vest. Confidential. 

Address Banker, P. O. Box 1712, Tampa, Fla. 


times one of the counterparts will have the 
seal of the corporation missing, or the no- 
tary’s seal to an acknowledgment not af- 
fixed, or the signature of one of the wit- 
nesses forgotten. Occasionally the notary 
who takes the acknowledgment will neglect 
to fill in some of the blank spaces. It is 
vitally important that each counterpart 
original be examined with minute care to 
see that all originals conform. 
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Another important thing is to see that 
revenue stamps are affixed to the original 
counterpart of the indenture which the 
trustee is to retain. Although the law re- 
quires that stamps be affixed to the bonds, 
this is impracticable and is almost never 
done. Instead, each bond bears a legend: 
“All United States taxes payable in respect 
of the issue of this bond have been paid 
and the required stamps have been duly 
affixed to the within mentioned indenture 
and duly cancelled.” It therefore becomes 
the duty of the trustee to see that revenue 
stamps in requisite amount are affixed to the 
original indenture and check for the amount 
of stamps should be delivered by the mort- 
gagor company at the closing. 


Making the Delivery 


mortgage or indenture having been 
compared and signed, we are now ready 
for the delivery. 

It is no longer the practice for the trus- 
tee or for counsel for the trustee to rely 
on knowledge and memory as to all that is 
necessary at the time of closing. Before 
every closing,. counsel for the trustee and 
counsel for the company agree upon an 
agenda, to be followed at the settlement, 
of which the following may be considered 
characteristic : 


The Blank Company 


Time—9:30 a. m. Friday, December 11, 1925. 

Place—Office of Williams Brothers, 120 Broadway. 

Persons to be present—Representatives of Blank 
Company, Trustee, Underwriting Syndicate, 
counsel for the Company, and counsel for 
the Bankers. 

1. Deliver to Trustee opinion of Company’s coun- 


sel. 

2. Deliver to Trustee opinion of Banker’s counsel. 

3. Execution of indenture by Company and Trus- 
tee and affixing of Federa! kevenue Stamps 

amounting to we to original Indenture and 
cancellation of same. 

4. Company delivers to Trustee its request for 
authentication and delivery of the Bonds under 
Article I of the Indenture. 

5. Trustee authenticates and delivers to the Com- 
grey the Bonds and the Company gives the 
rustee its receipt therefor. 

. The Company supplies the Bankers with 
(a) Satisfactory evidence as to real estate 

titles under Article V of contract. 

(b) Certificate of Certified Public Accountants 
under Article XI of the contract. 

(c) A letter from the President of the Com- 
any representing the position of tne 
‘company to be at the time of closing; as con- 
templated by Article VI of the contrict. 

7. Deliver to the Bankers opinions of counsel for 
Bankers and counsel for Company. 

8. Company gives Bankers letter of instruction 
to apply $500,000 to take care of debenture 
bonds maturing July 1, 1926. 

9. Bankers deliver to Company certified check for 
balance of purchase price and take Company’s 
receipt for full amount of purchase price. 

10. Bankers receive and receipt to the Company 
for bonds. 


Theoretically, the trustee is not called upon 
to authenticate any of the bonds until the 
mortgage has been executed. As a matter 
of practice, however, the bonds are always 
prepared and authenticated by the trustee 
in advance of settlement so that (if the 
indenture is not to be recorded) the bonds 
will be ready for delivery when the bank- 
ers settle with the debtor company at the 
closing. 


Authenticating the Bonds 


fe authentication may perhaps be con- 
sidered the most important duty of the 
trustee prior to default, and too much care 
cannot be exercised that the form of trus- 
tee’s certificate of authentication be exactly 
right, and that bonds to the amount author- 
ized are authenticated and no more. The 
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exact position which the trustee assumes 
in authenticating bonds must be clearly un- 
derstood. The act of authentication is an 
identification of each bond and nothing 
more. While the trustee should not, and 
does not, by authentication make represen- 
tations of any character as to the intrinsic 
value of the bonds to be issued, there are 
cases in which attempts have been made to 
fasten liability upon the trustee because of 
the form of the certificate of authentication 
which the bonds bore. 

Perhaps the most important case on this 
subject is that of Tschetinian v. Trust Com- 
pany, 186 N. Y. 432. In this case suit was 
brought against the trust company because 
the mortgage securing the bonds was not a 
first mortgage. The language of the trus- 
tee’s certificate was: “This bond is one of 
a series of bonds mentioned and described 
in the mortgage within referred to.” The 
court held that the trustee was not liable 
to the bondholder. This case has estab- 
lished a precedent and the language of the 
trustee’s certificate in the Tschetinian case 
may now be considered the standard form 
of trustee certificate in connection with all 
corporate bond issues. In cases of a de- 
benture issue the only change in the form 
of the certificate is to substitute the word 
“indenture” for “mortgage.” 

In the above case the trustee was held 
not liable but there are other cases with 
different facts, involving the authentication 
by the trustee in which the liability of the 
trustee has been established. If the duties 
required of the trustee prior to authenticat- 
ing the bonds have not been performed the 
trustee assumes a very definite liability. 


Recording the Mortgage 


HEN the bonds have been executed 

by the company and authenticated 
by the trustee (in the case of mortgage or 
other indenture which requires recording) 
there yet remains that very important duty 
for the trustee to perform, namely, seeing 
that the mortgage is recorded. It has been 
customary to have inserted in every mort- 
gage a provision to the effect that the trus- 
tee is under no liability to see that the 
mortgage is recorded, and until recently re- 
liance was placed on this provision. It was 
the practice to effect settlkement and de- 
liver the bonds before the mortgage had 
been recorded. In a recent case, Green v. 
The Trust Company, 123 N. Y. Misc. 731, 
the court held that the trustee was respon- 
sible for the recording and re-recording of 
the indenture and that the provision in the 
indenture relieving the trustee from this re- 
sponsibility was against public policy and 
therefore void. The court said: “Having 
taken fees annually to see that the rights 
of bondholders were protected it can not 
by exemption clauses emasculate its agree- 
ment to look out for the holders.” 

The practice today, therefore, is for the 
trustee to satisfy itself as to the recording 
of the mortgage before authenticating and 
delivering any of the bonds. The usual 
plan is for the mortgage to be forwarded 
for recording and for the trustee to accept 
telegraphic advices from the various record- 
ers of deeds of the fact that the original 
indenture has been lodged for record. On 
receipt of such advices the settlement is 
made. 
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steel embedded in a thick wall 

of rich concrete. All known 
methods of the most skilled yegg- 
man are baffled by this modern 
method of bank vault protection. 


A DENSE enmeshment of heavy 


The Steelcrete Armor Mat Vault 
defies drill, chisel, explosive and cut- 
ting flame. It stands as the world’s 
highest type of bank vault protec- 
tion. 


The Steelcrete Armor Mat Vault 
system has been adopted by many 
of the country’s leading financial in- 
stitutions. Let us send you the 
booklet, “Protection.” 


ASSURAN 


The Consolidated Expanded Metal Counpanies 


Branch Offices: 


RA PHILADELPHIA: 1075 Germantown Ave. 
B DDOCK, PITTSBURGH: Oliver Bldg. 
PA. CHICAGO: 1234 W. Washington Blvd. 


NEW YORK CITY: 


103 Park Ave. 


MINNEAPOLIS: Builders Exchange 
DETROIT: Majestic Bldg. 
CLEVELAND: 450 Leader- Bldg. 


Foreign Sales O 
152 West 42nd St., thew York City 


Joint Stock Land Banks 


The facilities of this organization are extended not only 
to Land Banks, but to Investment Bankers and institu- 


tions desiring information or reports covering all phases 
of Joint Stock Land Bank operations or securities. 


Guy Huston & Co., Inc. 


61 Broadway 


New York 


Correspondent: Guy Huston Co., 208 South La Salle Street, Chicago, IIl. 


Incorporated 


Charges to Be Exacted 


HEN the mortgage has been executed 

and recorded and the bonds authen- 
cated and delivered, there yet remains for 
the trustee to render the bill for its ser- 
vices. As certain duties of trusteeship are 
common to all corporate mortgages and in- 
dentures, the schedule of fees adopted by 
the New York Corporate Fiduciaries Asso- 
ciation may be of interest. 

If the preliminary negotiations are long 
and complicated and involve a great deal 
of time on the part of the officers of the 
trustee, it is appropriate for the trustee to 
make a charge depending upon the amount 
of time required and the nature of the 
work involved. This should ordinarily he 
not less than $100. 

For the certification of bonds the fol- 
lowing charges are applicable: If one or 
more bonds in large denomination are is- 
sued against which interim receipts are is- 
sued, or which are to be held by the bankers 
pending the engraving of the definitive 
bonds, charge for certification is: 


$100 for first $1,000,000 par value 
$50 for each $1,000,000 in excess of $1,000,000 
with a maximum fee of $1,000 


Where temporary printed or lithographed 


bonds are to be issued pending the en- 
graving of the definitive bonds the fol- 
lowing charges are applicable: 

30c per $1,000 bond 

20c per 500 bond 

10c per 100 bond 


This charge also includes the work of 
exchanging the definitive for the tempor- 
ary bonds which the trustee is expected 
to perform. 

For the authentication of the definitive 


bonds: 
50c per $1,000 bond 
30c per 500 bond 
20c per 100 bond 


It would serve no useful purpose to read 
the schedule of charges for the many other 
duties which may be required of a trustee 
under a corporate mortgage or bond issue. 
The subject has been very fully covered 
in the schedules adopted by the New York 
Association. 

The problems incident to the administra- 
tion of the trust by the trustee are many 
and various, and while they can not be 
shunned, consideration of some of the fore- 
going subjects and careful and thoughtful 
work in the earlier stages of the trustee- 
ship will help us to avoid some of them. 
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Short Term 6% Bonds 
At Par—Tax Secured 


These bonds are collaterally secured 
by Municipal Obligations 
and are issued by 


Municipal Securities Corporation 


Series K5 Secured by 
Kansas City, Missouri, Tax Bills 
Maturity 1929—1930 


Series J5 Secured by 


Tulsa, Oklahoma, Tax 
Certificates 
Maturity 1930—1935 


Series A5 Secured by 


Ft. Worth & Wichita Falls, Texas 
Tax Certificates 
Maturity 1929—1930 


Price 100 and Interest 
Yielding 6% 


Complete circulars on request 


SheHanchelt Bond 


Incorporated 1910 
MUNICIPAL BONDS 


39 South La Salle St., Chicago 
New York St. Louis Detroit 


Caldwell & Co. 


INVESTMENT BANKERS 


Southern Municipal, Corporation and 
First Mortgage Bonds 


1201 Union Street 
Nashville Tennessee 


New York 
Cincinnati 
Knoxville 


Chattanooga 
New Orleans 
Birmingham 


Chicago 
St. Louis 
Detroit 


Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicago 


A leading authority on all forms 
of snvestments throughout the South 


High Lights 
(Continued from page 498) 


The condition of the nine thousand banks 
that make up the Federal Reserve member- 
ship, on the three call dates, was: 


Loans and 
Discounts 


Total 
Deposits 
$31,226 

8,888 32,420 
8,918 32,049 

There was a steady gain in the time de- 
posits in the member banks. While the 
total of investments changed little, there 
was an appreciable addition of foreign se- 
curities to the bank holdings. 

The volume of bank credit outstand- 
ing apparently soared to the highest level 
of the year during December. 

The Federal Reserve Board receives re- 
ports weekly from about 720 banks in the 
leading cities and these reports indicate that 
the banks’ loans and discounts reached the 
highest points just before the holidays. 
Their investments, time and demand de- 
posits showed steady gains. If their ex- 
perience was paralleled by the other banks 
in the various sections, the totals at the 
end of the year will show impressive gains 
over those for the previous period in almost 
every sphere of bank operations. Only one 
Federal Reserve district had less credit out- 
standing at the end of 1925 than it did at 
the end of the previous year. 


Invest- 
ments 
$8,895 


New Financing is Large 


HERE was the largest volume of new 

financing in the history of the country, 
the total being more than 634 billions of 
dollars. Roughly speaking, about three- 
fourths of the corporate financing was in 
bonds and short term notes while one-fourth 
was in stocks. About two-thirds of the 
total volume of investment securities offered 
was in domestic corporate securities, the re- 
mainder being composed of American mu- 
nicipals, farm loan bonds and foreign gov- 
ernment and industrial offerings. Public 
utility financing represented more than a 
third of the corporate issues. There was 
a marked increase in the investment of 
American funds, both those of banks and 
private individuals, in foreign industrial se- 
curities. The greater part of the new issues 
was absorbed by the investing public, as 
usual. 

The investment holdings of the banks 
changed only to a _ negligible extent in 
amount increasing slightly. 

The volume of commercial paper out- 
standing reached the lowest point since 
1921. The banks buy more than 90 per cent 
of this paper but, due to the attractive 
rates prevailing « . call loans, placed their 
surplus funds in security collateral loans. 


Virgin Islands 
(Continued from page 466) 


be offset by the use of machinery and by 
developing initiative among the laborers. 

As Porto Rico has grown so remarkably 
in the twenty-six years since it came under 
the American flag it is reasonable to expect 
a fair growth in the Virgin Islands. But 
this growth requires American capital, both 
for permanent investments and commercial 
credits. 


The present bank, being on a temporary 
footing and having its connections with 
Denmark, cannot supply the need. An 
American owned bank could do this and in 
addition furnish a more satisfactory local 
currency, which would probably circulate 
in Santo Domingo and Porto Rico also, to 
the great relief of the residents of those 
places who now have to handle the filthy 
stuff that passes for money there. Bills 
have recently been introduced into both 
houses of Congress to extend the National 
Bank Act to the Virgin Islands. It is the 
fervent hope of well-wishers to the Virgin 
Islands that if they pass American bankers 
will take speedy advantage of them. 


Mellon Reveals 


(Continued from page 472) 


slight modification. To meet Italy’s capac- 
ity to pay, interest rates during the period 
of the funding agreement after the first 
five years have been fixed during successive 
ten-year periods at % of 1 per cent, % of 
1 per cent, % of 1 per cent, 34 of 1 per 
cent, 1 per cent, and 2 per cent for the last 
seven years. 

The interest rates recognize the quite 
material difference between Italy and other 
debtor countries with whom negotiations 
for settlement have been made. Italy has 
no natural resources and no productive col- 
onies. Its balance of trade has always been 
adverse; a large part of the country is 
mountainous and it must import food for its 
rapidly increasing population. Coal, iron, 
copper, cotton, oil, and other raw materials 
have to be imported. The standard of liv- 
ing and the taxable capacity of its people 
are extremely low. The assets of Italy are 
but the labor of its people and its water- 
power. 

No better example of the equitable prin- 
ciple of capacity to pay which must apply 
to a debt settlement can be given than in 
the case of Italy. Italy owes the United 
States over $2,000,000,000. It owes England 
about 25 per cent more than this. Any 
payment to the United States must be con- 
temporaneously met by proportionately 
greater payments to England. To pay a 
dollar to the United States in debt settle- 
ment means that Italy must pay $1.25 to 
England. The settlement of the Italian- 
American debt on the British-American 
basis would have meant that Italy must pay 
at once $71,000,000 per year, and a similar 
settlement of the British-Italian debt would 
require the payment of $89,000,000 per year, 
a total to be added to the tax burden of the 
Italian people of $160,000,000. 

The present total of all Italian taxes is 
about $850,000,000. The present total of 
all American taxes is about $7,500,000,000. 
Adding $160,000,000 to the Italian taxes 
would be the same as adding $1,400,000,000 
to taxation in America. This would be a 
terrific burden to America but we might 
stand it because our average income is high 
and the American people would not be 
forced below the level of subsistence, that 
is, we would still have enough to live on. 
The Italian people, however, are now so 
heavily taxed in proportion to the national 
income that this additional tax would have 
forced them below the level at which life 
can be supported. Such payments to-day 
are impossible. We should have made a 
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China of Italy. It may be appreciated 
what I mean by the present close approach 
of the Italian to the level of subsistence 
when it is understood that the adoption in 
the Italian income tax law of the same ex- 
emptions carried in our 1924 law (not the 
increased exemptions under the proposed 
law) would reduce the Italian Govern- 
ment’s revenue from income tax by 99 per 
cent. An insistence of a settlement of the 
Italian-American debt on the British-Amer- 
ican basis would have been entirely futile. 
Italy could not have paid, and such an in- 
sistence would have meant only that the 
United States would receive nothing. 

The comparative burdens of the war 
debt settlements of England, Belgium, 
and Italy are a fair test of the adequacy 
from an American standpoint of the Italian 
settlement. It must be remembered that 
Italy owes Great Britain 25 per cent more 
than it owes the United States and any 
American settlement will probably have to 
‘be followed by an English settlement on 
substantially a proportionate basis. 

There are three principal factors in the 
finances of any country which furnish in- 
dices by which a comparison of the weight 
of a new fiscal burden can be measured. 
These are the total budget, representing 
what all instrumentalities of government 
collect from the people; the total foreign 
trade, which has a bearing on the capacity 
to transfer payments abroad; and the total 
national income, which is the ultimate source 
of a country’s capacity to pay. If we apply 
these indices to the three settlements we 
obtain the following comparison: The 
British-American settlement calls for an 
annual average payment equivalent to 4.6 
per cent of the total British budget expendi- 
tures; the Belgian settlement 3.5 per cent, 
and the Italian settlement to America alone 
5.17 per cent, and to America and Great 
Britain 11.47 per cent of Italy’s total bud- 
get expenditures. 

The British settlement calls for an annual 
average charge corresponding to 1.9 per 
cent of the total British foreign trade. 
This figure is .88 per cent with Belgium. 
Italy’s average payment to the United 
States is 2.87 per cent of its total foreign 
trade, and the combined payments to the 
United States and England 6.32 per cent 
of its total foreign trade. Great Britain’s 
average annuity represents .94 per cent of 
its national income; Belgium’s .80 per cent; 
Italy to the United States alone .97 per cent, 
and to the United States and Great Britain 
2.17 per cent of its total national income. 
If we averaged the three indices, the com- 
parative Italian burden of war debts would 
be represented by 6.72, the British 2.4, and 
the Belgian by 1.75. 

If instead of using the average annual 
annuity we should compare the present 
value of the settlements with the sum of 
these three indices—the total budget, the 
total foreign trade, and total national in- 
come for a year of each of the countries— 
the burden of the British settlement repre- 
sents 11.7 per cent of this sum, the Belgian 
settlement 7 per cent, and the Italian war 
debts to the United States and England 
combined 19.8 per cent. Suppose that 
America had to assume a burden comparable 
to the burden of war debts upon Italy 
based upon the above indices, the present 
value of this burden would be over 


The Sterling Mark of Banking 


is the Shawmut Indian—ex- 
pressing cordial and helpful 
relations between customer 
and bank. What the Shaw- 


mut Indian is doing for others 
he can do for you. Why not 
put him to the test? 


THE NATIONAL 


SHAWMUT BANK 


40 WATER STREET BOSTON, MASS. 


Announcing 
A GREATER BANK 


TO SERVE 


A Greater Buffalo and The Niagara Frontier 
MARINE TRUST COMPANY 


of BUFFALO 


AND 


BUFFALO TRUST COMPANY 


UNITE TO FORM 


THE MARINE TRUST COMPANY 


ELLIOTT C. McDOUGAL GEORGE F. RAND WALTER P. COOKE 
Chairman of the Board President Vice-Chairman of Board 


COMMON instruction in business transactions with 
Porto Rico— 

“Please Present Documents Through Banco de Ponce.” 
Our main efforts being directed to the promoting of trade re- 
lationship between the continental United States and this Island, 
we have specialized our collecting services to further our purpose. 


BANCO DE PONCE 


PONCE, PORTO RICO 


Capital. . . $750,000.00 Surplus. . . $175,000.00 
Assets . . . $5,000,000.00 
WE SOLICIT YOUR COLLECTIONS CORRESPONDENCE INVITED 
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DURABILT STEEL LOCKERS 


nthe gece Quality All the Way Through— 
Yet Not High Priced 


January, 1926 


1—Concealed, one-piece, 
Latching Device. 

2—Straight lift, stamped steel (not 
cast) Handle. 

3—Five-knuckle, full-looped, double- 
wear “strap” Hinges. 

4—Scientifically reinforced rigid door. 

5—Extra heavy, countersunk riveted 
Door Frame. 

6—Unusually large Ventilating Lou- 
vres. 


If the consideration of economy enters into your selection of lockers for bank use, 
you will choose Durabilt, because they are economical in every way—in first cost, 
in space saved and in absence of maintenance expense. These factors have made 
them the choice of representative banks from one end of the country to the other. 


The Choice of Many Prominent Banks 


Such corporations as Chapman National Bank, Ma- 
rine National Bank, Hellman Bank, and others you 
will find listed at the right do not buy on price alone 
—yet they bought and are buying DURABILT 
STEEL LOCKERS in quantities to meet their re- 
quirements. 


M0 better built than Darabilt! 


Compare before you buy and you will find incor- 
porated in DURABILT design and construction, 
every feature you would specify if you were having 
lockers made to order. Write us today for interest- 
ing locker information. 


DURABILT STEEL LOCKER CO. 


Representative Users of 
Durabilt Steel Lockers 


First National Bank, Fort Wayne, Ind. 
Branch of Federal Reserve, Louisviile, Ky. 
Hellman Bank, Los Angeles, Cal. 
Marine National Bank, Cleveland, Ohio 
Wachovia Bank, Asheville, N. C. 
Branch of Federal Reserve, New Orleans, La, 
Chapman National Bank, Portlani, Maine 
National Bank of Commerce, Rochester, N. Y. 
Fourth National Bank, Wichita, Kansas 
First National Bank, Jackson, Miss. 
First National Bank, New Bedford, Mass. 
Norwood National Bank, Norwood, Ohio 


435 ARNOLD AVE., 


Sales Offices in all Principal Cities 


$15,000,000,000, or 34 of our present public 
debt, and if we were to pay this war debt 
on the same scale as in the Italian agree- 
ment, after five years we would be paying 
an annuity of over $400,000,000, after thirty 
years of over a billion dollars, and by the 
end of the period of considerably over two 
billion a year. 

Consideration must be given in these com- 
parisons to the income and standard of liv- 
ing in Italy, which are lower than in either 
England or Belgium and very much lower 
than in the United States, and which, there- 
fore, would make the same burden relatively 
higher in Italy than in other countries. 

In its negotiations for the funding of the 
debt, the American Debt Commission has 
been forced to consider these facts: No 
nation, except by the pressure of public 
opinion and the necessities of its own credit, 
can be compelled to pay a debt to another 
nation. An insistence on a funding agree- 
ment in excess of the capacity of the nation 
to pay would justify it in refusing to make 
any settlement. None can do the impos- 
sible. If the debtor is to be able to pay 
and if the creditor is to receive anything, 
a settlement fair to both countries is essen- 
tial. It follows that those who insist upon 
impossible terms are in the final analysis 
working for an entire repudiation of the 
debts. The only other alternative which 
they might urge is that the United States 
go to war to collect. 

Europe is our largest customer. Unless 
the finances of Europe can be restored, her 
currency placed on a sound basis, and her 
people able to earn and to spend, this coun- 
try will not be able to dispose of its sur- 
plus products of food, materials and goods. 


Our exports to Belgium last year were 
$114,000,000 and imports $66,000,000. Our 
exports to Italy were $185,000,000, and im- 
ports $75,000,000. Of the total exports to 
the two countries, 26 per cent was food- 
stuffs and 36 per cent was cotton. Nearly 
two-thirds of the exports represent the 
surplus products of the American farmer. 

Germany began a reestablishment of 
sound currency in the latter part of 1923. 
In that year it imported $149,000,000 of 
cotton from us. With the Dawes plan and 
a proper financial system exports of cotton 
increased in 1924 to $223,000,000 and in the 
first ten months of 1925 to $198,000,000 or 
at the rate of $231,000,000 a year. Here 
is the real interest of America in the 
stabilization of Europe, in which prompt 
debt settlements are an integral part. 

The countries of Europe must be re- 
stored to their place in civilization. In 
this process of reconstruction certain es- 
sentials have to be met: First, the budgets 
must be balanced. This is a domestic ques- 
tion for each nation to solve. Second, pay- 
ments coming due in the future must be 
ascertained. Inter-allied debts constitute 
the principal item in this essential, and in 
order that their settlement be effective the 
terms must be definite in amount and time 
and within the capacity of the debtors. We 
have learned the folly of imposing indef- 
inite and impossible terms from the experi- 
ment with Germany before the Dawes 
plan. And, third, America with its excess 
of capital seeking profitable investment, 
must aid by making private loans to Europe 
for productive purposes. 

Only from these private loans during the 
past year have the countries abroad been 


AURORA, ILL. 


able to pay for our wheat and cotton. It 
is these new loans which make our exports 
possible. The American Commission has 
not recommended settlements of the debts 
to profit those who wish to loan money 
abroad. It is possible since any payment 
necessarily involves a strain on the debtor 
country, that the insistence on impossible 
terms which would justify a refusal of the 
debtor to fund, might be more acceptable 
to the international bankers. But the set- 
tlements are made in the real interests of 
those American producers who must have 
a foreign market able to pay. The Ameri- 
can producer needs these debt settlements. 
The entire foreign debt is not worth as 
much to the American people in dollars and 
cents as a prosperous Europe is as a cus- 
tomer. 

The capacity of a nation to pay over a 
long period of time is not subject to 
mathematical determination. It is and must 
be largely a matter of opinion, but we have 
been fortunate in the constitution of the 
American Debt Commission to have a rep- 
resentation from the Administration, from 
Congress, and from private life, and from 
both political parties. We have facilities 
to acquire information through the State 
Department, the Treasury, and the Depart- 
ment of Commerce. We bring a varied ex- 
perience to the consideration of the debt 
settlements, and our recommendations are 
unanimous. While some may believe our 
recommendations too lenient and others too 
harsh, I know that it is the honest judg- 
ment of the Commission that they are just 
settlements in the real interests of our 
country. The President has approved each 
settlement. 
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